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THURSDAY, AUGUST 5, 1954 


Housre oF REPRESENTATIVES, 
CoMMITTEE ON MercHant MARINE AND FISHERIES, 
Washington, D. C. 

The committee met at 10 a. m. in room 219, Old House Office 
Building, Hon. Thor C. Tollefson (chairman) presiding. 

The CHarrMAN. The meeting will come to order, gentlemen. We 
will take testimony on the bill 5. 1878. 

(Copy of the bill and reports of the executive departments are as 
follows:) 


[S. 1878, 88d Cong., 2d sess 
AN ACT To amend the Merchant Marine Act of 1936, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 1209 (a) of the Merchant Marine Act, 
1936, as amended (U.5. C., title 46, sec. 1289 (a)), is amended to read as follows: 

“(a) (1) The Secretary, in the administration of this title, may issue such poli- 
cies, rules, and regulations as he deems proper and may adjust and pay losses, 
compromise and settle claims, whether in favor of or against the United States 
and pay the amount of any judgment rendered against the United States in any 
suit, or the amount of any settlement agreed upon, in respect of any claim under 
insurance authorized by this title. 

(2) In respect of hull insurance, the valuation in the policy for actual or con- 
structive total loss of the vessel insured shall not exceed the amount that would be 
payable if the vessel had been requisitioned for title under section 902 at the time 
of the attachment of vhe insurance under such policy: Provided, however, That 
the insured shall have the right within sixty days after the attachment of the 
insurance under said policy, or within sixty days after determination of such 
valuation by the Secretary, whichever is later, to reject such valuation, but shall 
continue to pay premiums upon such valuation at the rate provided for in said 
policy. In the event of the actual or constructive total loss of the vessel, if the 
insured has so rejected such valuation, the insured shall be paid, as a tentative 
advance only, 75 per centum of such valuation so determined by the Secretary 
and shall be entitled to sue the United States in a court having jurisdiction of such 
claims to recover such valuation as would be equal to the just compensation which 
such court determines would have been payable if the vessel had been requisitioned 
for title under section 902 at the time of the attachment of the insurance under said 
policy: Provided, however, That in the event of an election by the insured to reject 
the valuation fixed by the Secretary and to sue in the courts, the amount of the 
judgment will be payable without regard to the limitations contained in the 
eleventh paragraph under the heading ‘Maritime Activities’ in title IIT of the 
Departments of Justice, State, and Commerce Appropriation Act, 1954, the tenth 
paragraph under the heading ‘OPERATING DIFFERENTIAL SuBsIvIEs’ in title I] 
of the Independent Offices Appropriation Act, 1953, the corresponding para- 
graphs of the Independent Offices Appropriation Act, 1952, and the Third Supple- 
mental Appropriation Act, 1951, although the excess of any amounts advanced 
on account of just compensation over the amount of the court judgment will be 
required to be refunded. In the event of such court determination, premiums 
under the policy shall be adjusted on the basis of the valuation as finally de- 
termined and of the rate provided for in said policy.” 

Sec. 2. Section 902 (c) of the Merchant Marine Act, 1936, as amended (U.S. C 
title 46, sec. 1242 (c)), is amended to read as follows: 

“(c) If any property is taken and used uncer authority of this section, but the 
ownership thereof is not required by the United States, the Commission, at the 
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time of the taking or hereafter as the exigencies of the situation may per- 
mit, shall transmit té on entitled to the possession of such property a 
-harter setting forth the terms which, in the Commission’s judgment, should gov- 


ern the relationships between the United States and such person and a statement 


f the rate of hire which, in the Commission’s judgment, will be just compensation 


for the use of such property and for the services require’ uncer the terms of such 
harter [f such person Coes not execute and Celiver such charter and accept such 
rate of hire, the Commission shall pay to such person as a tentative advance only, 
a f h just compensation a sum equal to 75 per centum of such rate of 
hire a » Sal nay from time to time be due uncer the terms of the charter so 
ere’, and such person shall be entitled to sue the United States in a court hav- 
sail x h claims to recover such amount as would be equal to just 
pensat for the use of the property and for the services required in connec- 
tion with such use: Provided, however, That in the event of an election by such 
pers » reject the rate of hire fixed by the Commission and to sue in the courts, 
the excess of any amounts a anced on account of just compensation over the 
amount of the court ju¢@gment will be requirec to be refunced. In the event of 
loss or Camage to such property, due to operation of a risk assumed by the United 
States uncer the terms of a charter prescribed in this subsection, but no valua- 
tion of such vessel or other property or moce of compensation has been agreed 
to he United State shall pa just compe nsation for such loss or camage, to the 
extent the person entitled thereto is not reimbursed therefor through policies of 
nsurance against such loss or Camage.”’ 
Sec. 3. The first sentence of section 902 (d) of the Merchant Marine Act, 


936, as amended (U.S. C., title 46, section 124: 


nN 


d)) is amended to read as follows: 

d) In all cases, the just compensation authorized by this seetion shall be 
determined and paid by the Commission as soon as practicable, but if the amount 
of just compensation determined by the Commission is unsatisfactory to the 


person entitled thereto, such person shall be paid, as a tentative advance only 75 
per centum of the amount so determined and shall be entitled to sue the United 
States to recover such amount as would equal just compensation therefor, in the 
manner provided for by section 24, paragraph 20, and section 145 of the Judicial 
Code (U.35. C., 1946 edition, title 28, sections 41 (29) and 250): Provided, however, 
That in the event of an election to reject the amount determined by the Com- 

ission and to sue in the courts, the excess of any amounts advanced on account 
of just compensation over the amount of the court judgment will be required to 
be refunded.’ 

Sec. 4. All war-risk insurance issued under title XII of the Merchant Marine 
Act, 1936, which is in force on the date of the enactment of this Act shall, as of 
he beginning of such date, be deemed to have been amended to conform to the 
requirements of section 1209 of the Merchant Marine Act, 1936, as amended by 
this Act unless the insured, within ten days after such date, objects to such 
amendment 

Passed the Senate April 19 (legislative day, April 14), 1954 

Attest 

J. Mark Trice, Secretary. 





Report or EXxecuTiIvE DEPARTMENTS ON H. R. 4665, 83p CoNnGrREss 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., August 3, 1953. 
Hon. Atvin F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House O flice Building, Wash ngton 25, i, 

My Dear Mr. CuarrMan: This is in reply to your letter of April 21, 1953, 
requesting the views of this office with respect to H. R. 4665, a bill to amend the 
Merchant Marine Act of 1936, as amended 

The Secretary of Commerce, in the report he is making to your committee on 
this bill, recommends against its enactment and proposes substitute language 
which he deems preferable to the wording of the present bill. 

This office concurs with the views contained in the report of the Secretary of 
Commerce and recommends that H. R. 4665 not be enacted, unless amended as 
n that report 
Sincerely yours, 


suggested 





RowLaNnD HUGHES, 
Assistant Director. 
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TREASURY DEPARTMENT, 
GENERAL COUNSEL, 
Washington, April 27, 1953. 
Hon. Atvin F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 


My Drar Mr. CHatRMAN: Reference is made to your request for the views of 
this Department on H. R. 4665, to amend the Merchant Marine Act of 1936 as 
amended. 

The bill would amend section 1209 (a) of the Merchant Marine Act, 1936, as 
amended, with respect to the valuation of vessels on which hull insurance has 
been provided by the Secretary of Commerce against loss from war risks. 

The proposed legislation does not primarily concern the Treasury Department 
and it has no comments to submit with respect to the bill. 

Very truly yours, 
ELBERT P. Turtte, 
General Counsel. 





COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, May 29, 195 
Hon. Atvin F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 


My Dear Mr. CHarrMan: Reference is made to your letter of April 21, 1953, 
acknowledged by telephone on April 24, 1953, forwarding a copy of H. R. 4665, 
83d Congress, Ist session, entitled “‘A bill to amend the Merchant Marine Act 
of 1936, as amended,” and requesting my recommendations with respect thereto. 

H. R. 4665 is a bill in which we are very much interested and is somewhat 
similar to 8. 1148, a bill introduced in the Senate by Senator Schoeppel. These 
proposals pertain principally to the war risk insurance provisions of the act. I 
have already reported my views on 8. 1148 to the chairman of the Senate Com- 
mittee on Interstate and Foreign Commerce and enclose a copy of that report. 

Apparently the Senate proposal is sponsored by the Association of American 
Ship Gwates because we received a letter, dated April 24, 1953, from former 
Senator Ball, vice president of this association, addressed to the chairman of the 
Senate Committee on Interstate and Foreign Commerce regarding my report on 
8.1148. I shall — over the first part of that letter in which strenuous objection 
. taken to certain statements in my report although tea for those statements 

“an be furnished readily upon request. The substance of the letter, however, is 
to the effect that the purpose of 8. 1148, and I assume the same is true with respect 
to H. R. 4665, is to repeal the appropriation rider which has appeared in the 
appropriation acts for the Maritime Administration for the past 3 years. In this 
connection, former Senator Ball states, ‘‘We are not wedded to the valuation 
formula proposed in section 1 of S. 1148; in fact, the same language which appears 
in section 902 (a) of the 1936 act would be perfectly acceptable to us.” 

Neither the Senate nor the House bill would impose specifically upon the admin- 
istrative determination of the value of the vessel to be stated in the policy for 
actual or constructive total loss purposes, the limitations of section 902 (a) of the 
1936 act. You will note in that connection that the language of the bill merely 
reads “the fair and reasonable value of the vessel at the time of the attachment 
of the insurance under said policy.’’ The proviso which follows, however, would 
authorize the insured to object to the valuation stated in the policy and in the 
event of the actual or constructive loss of the vessel thereafter to accept 75 percent 
of the valuation administratively determined and to sue in the courts for such 
further sum as added to 75 percent would equal just compensation determined 
under the revisions of section 902 of the 1936 act. Thus, the effect of the section 
is to apply the enhancement limitation of section 902 to the amount recoverable 
in the courts but not to the determination by the Secretary of Commerce. 

In fact, the language of section 1209 (a) as it now reads is eri as to the same 
interpretation, although as pointed out in my report on 8S. 1148, the President 
conditioned his approval of that bill upon an understanding that the term “fair 
and reasoénable value’? would be construed as meaning a value free of wartime 
enhancement. However, to prevent any future doubt from arising I suggest 
that the nonenhancement features of section 902 be specifically written into the 
law so as to limit the valuation which the Secretary may determine for stipulation 
in the insurance policy. I agree, however, that the insured should under these 
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ances have the right to recover as much for his vessel if lost under Gov- 
nt insurance as he would have been entitled to recover had the vessel been 





requisitioned under section 902 (a At the same time, if the owner rejects the 
administrative determination the action in the courts should be a de novo pro- 
ceeding Under the present bill, and for that matter under section 902 (a) as it 


now reads, the owner is given the right to accept 75 percent of the administratively 
determined value and sue for “such further amount”’ as added to the 75 percent 
would equal just compensation. This raises some question as to what the result 
would be if a court should find that the 75 percent already paid administratively 
was in excess of the unenhanced value of the vessel. In such a case the owner 
should be required to pay back the excess but I have some question as to whether 
a court could render a judgment against the owner under existing law. In other 
words, when the owner elects to go to court it should be a two-way street. Con- 
sequently, I rest that the language be changed so that the court action will 
be for the full amount of just compensation under 902 (a), with the amount pre- 
viously paid to be regarded as an advance only, subject to increase or decrease 


according to the judgment ort the co 





Section 2 of the bill would repeal the appropriation provision referred to insofar 
as the prospective effect of the rider is concerned. The proponents of this pro- 
posed legislation would have the Congress believe that this provision puts the 
Comptroller General in the position of determining the amount recoverable by 
the owner for vessels purchased, requisitioned, or lost while insured. It does no 

rovides in effect that the amounts payable shall be computed by 
the Maritime Administrati in accordance with section 902 (a) as interpreted 












I ake unmistakably clear just what 

matte! Section 304 of the Budget and Accoun f 1921 provides, in effect, 
I he | 1 of any executive department or blishment may apply for 
he Comptroller General shall render his decision upon any question involving 
a payment to be made by or under them which decision when rendered shall 
govern the General Accounting Office in passing on the account containing the 
payment The said section also provides that balances certified by the General 
Accounting Office upon the settlement of public accounts shall be final and con- 


sion does as a practical 














clusive upon the executive branch of the Government » courts have held in 
numberous decisions that the effect of these provisions in section 304 of the Budget 


and Accounting Act is to make decisions of the Comptroller General in matters 
involving the expenditure of public funds binding and conclusive upon executive 
departments and agencies 


On January 18, 1952, the Secretary of Commerce requested my decision with 


respect to the interpretation of the enhancement limitation in section 902 (a) of 
the 1936 act in relationship to the conditions existing during the present national 
emergency \ decision was rendered pursuant to this request, on February 11, 
1952 \s I have already pointed out, the Maritime Administration is constrained 
by the provisions of the Budget and Accounting Act of 1921 to follow the principles 


laid down in that decision in their determination of just compensation for requisi- 
tioned vessel 

A further communication from the Secretary was received on March 4, 1952, 
acknowledging receipt of the decision and stating that after the necessary data 
led, valuations would be determined and submitted 
to the General Accounting Office for a decision as to whether they were in accord- 
ance with section 902 (a) of the 1936 act as interpreted by this Office. We have 
heard nothing further from the Department of Commerce and it is my under- 
standing that they are still working on a schedule of valuations for purchase, 
requisition and insurance purposes Meanwhile, the insurance policies which are 
being issued mere ly to provide hat in the event of a total or constructive total loss 
of the vessel, the owner shall be paid “the vessel’s fair and reasonable value as de- 
termined in accordance with Public Law 763, 8lst Congress, and any other ap- 
plicable acts of Congress, provided that the amount payable * * * shall not 
exceed the maximum sum which the Maritime Administrator, as underwriter, is 
authorized to pay under any m4 

It is the delay in fixing these valuations which accounts for the absence of any 
stipulated sum in the existing insurance policies. There should be no misunder- 
standing about that. Neither the General Accounting Office nor the appropria- 
tion rider is responsible for that situation, although, of course, the Secretary of 
Commerce is obliged to conform to the limitation against including in the valua- 
tions inflation due directly to the outbreak of the Korean war and the subsequent 
proclamation of an unlimited national emergency by the President on December 
16, 1950 





and statistics had been assem 








‘able acts of Congress. 
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It is true that the enhancement limitation contained in section 902 (a) was not 
considered applicable during the World War IT period to valuations established 
for the voluntary purchase of war-risk insurance purposes. The appropriation 
rider clearly makes applicable the enhancement limitations to such transactions 
To that extent, and that extent only, does it affect in any way the provisions of the 
1936 act; and since there seems to be general agreement that amounts payable 
for vessels requisitioned should be the same as amounts payable for vessels lost 
while insured by the Government, I cannot perceive any sound basis for objection 
to extending the limitation to purchases by voluntary agreement Consequently, 
it is my personal opinion that if the sponsors of this legislation are sincere in their 
statements with respect to the purpose of these bills, a revision of the language can 


be accomplished which will satisfactorily resolve the dilemma in which they 


apparently believe they have been placed 

Summing up it is my position that the appropriatior provision is sound to the 
extent that the enhancement prohibition in section 902 (a) is made applicable to 
transactions involving the purchase and insurance of vessels, and that it is desirable 
to the extent that it specifically directs the Secretary of Commerce to follow the 
Comptroller General’s decision on the effect of the enhancement prohibition. Sut 
I do agree that the law should permit the owner of an insured vessel to resort to 





J 
to accept the valuation administratively fixed for his vessel 

Also, enclosed are four copies of a proposed substitute bill, which for the reasons 
hereinabove outlined is designed to accomplish substantially the same result 
without removing the necessary safeguards in the existing law 


Sincerely yours, 


the courts to recover just compensation in cases where he has indicated a refusal 


Linpsay C. WARREN, 
Com pire ller General of the United States. 





COMPTROLLER GENERAL OF THE UNITED STATEs, 
Wa hington 25, dD Ro April 17, 1958. 
Hon. CHARLES W. Tosey, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

My Dear Mr. CuarrRMAN: Reference is made to vour letter of March 4, 1953, 
acknowledged by phone on March 6, 1953, forwarding a copy of 8S. 1148, 83d 
Congress, Ist session, entitled ‘‘A bill to amend the Merchant Marine Act of 1936, 
as amended,” and requesting any comments I may care to offer concerning this 
proposed legislation 

I should state at the outset that I am unequivocally and unalterably opposed 
to this bill 

The part of the Merchant Marine Act proposed to be amended is a new title, 
war risk insurance, added on September 7, 1950. The general purpose of this title 
was to give standby authority to the Secretary of Commerce to provide war risk 
insurance against loss or damage to vessels whenever adequate insurance cannot 
be obtained on reasonable terms and conditions in the commercial market. Sec- 
tion 1209 (a) in its present form authorizes the Secretary to issue such policies of 
insurance as he deems proper and to pay claims thereunder, provided the amount 
of the claim does not ‘‘exceed the vessel’s fair and reasonable value as determined 
by the Federal Maritime Board.’”’ This provision in the existing law must be 
read, however, in conjunction with a provision which has been included in the 
annual appropriation acts beginning with the fiscal year 1951, which as contained 
in the Independent Offices Appropriation Act, 19538, provides: 

“No money made available to the Department of Commerce for maritime 
activities, by this or any other act shall be used in payment for a vessel the title 
to which is acquired by the Government ecither by requisition or purchase, or the 
use of which is taken either by requisition or agreement, or which is insured by 
the Government and lost while so insured, unless the price or hire to be paid there- 
for (except in cases where section 802 of the Merchant Marine Act, 1936, as 
amended, is applicable) is computed in accordance with subsection 902 (a) of 
said act, as that subsection is interpreted by the General Accounting Office.” 

Section 902 (a), referred to in the above appropriation provision, contains @ 
limitation on the amount which may be paid for a vessel requisitioned by the 
Government during a national emergency It provides that just compensation 
shall be paid for the property taken but that in no case shall the value of t! 
property taken be deemed enhanced ‘“‘by the causes necessitating the taking or 





ic 
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use.”’ This language was intended to prevent gouging of the Government in the 
form of war inflated prices for vessels requisitioned during a national emergency. 
On November 28, 1942, this Office rendered a decision, at the request of the War 
Shipping Administrator, construing the so-called enhancement limitation in 
terms of practical conditions and circumstances existing at the outbreak of World 
War I] 

Considerable controversy deve loped over this decision, and strenuous efforts 
were made by both the War Shipping Administration and the maritime industry 
to nullify its force in every conceivable way. A hue and cry went up that the 
limitation was unconstitutional s that as such it should be disregarded. This 
Office took the position that laws duly enacted by the Congress are constitu- 
tional and remain so until declared otherwise by the Supreme Court of the United 





e of United 


Eventually there was presented to the Supreme Court, in the cs 

















Stat Cors (337 U.S. 325), the question as to the proper meaning and appli- 
( ol f the « cement limitatio l section 902 (a) of the 1936 act The 
Court used strong language in its decision holding, among other things, that as 
applied to the facts of the case before it the exclusion from just compensation of 
enhancement in value due to causes necessitating the taking or use of the prop- 
erty is ‘‘coterminous’”’ with th just compensation requirements of the fifth 
amendment to the Constitutior 

Spe aking through Mr. Justice Douglas, the Court pol ted out that at the time 
of the requisition of the vessel in question there was ‘‘a rising iarket and a strong 
demand for tugs of all types” in and around the port of New York, due in part 





it lea to the tugs resulting from the Government’s requisitioning 
program Ther l 

“Tt is not fair that the Government be required to pay the enhanced price which 
its demand alone has created That enhancement reflects elements of the value 





that was created by the urgency of its need for the articl It does not reflect 
what ‘a willing buyer would pay in cash to a willing seller’ (United States v. Miller, 
supra, 374) in a fair market It represents what can be exacted from the Govern- 
ment whose demands in the emergency have created a sellers’ market. In this 
situation, as in the case of land included in a proposed project of the Government, 
the enhanced value reflects speculation as to what the Government can be com- 
pelled to pay That is a holdup value, not a fair market value. That is a value 
which the Government itself created and hence in fairness should not be required 
to pav.”’ 

During the World War II period the law contained no similar limitation with 
respect to the amount which could be paid under a war risk insurance policy issued 
by the Government under the legislation then in effect. This Office attempted, 
purely by moral suasion, to keep the amounts payable under those insurance 
policies within reasonable bounds and bearing some reasonable relationship to 
the amount which would have been payal le under the provisions of section 902 
(a Unfortunately, I am inclined to believe that our efforts in this direction 
were not very successful In fact, numerous cases came to attention during this 
period where the amounts paid far exceeded the uninflated value of the vessel. 
I merely cite one case as an illustration 

The steamship Effingham was built by the Government during World War I 
at a cost of $1,966,000. It was sold in 1932 to Lykes Bros. Steamship Co. by 
the Government for approximately $49,000 or $5 per deadweight ton. During 
the period 1933 to 1937 the owner had a United States mail contract under which 
it collected an indirect subsidy of $247,000. During the period 1937 to 1940 the 
owner collected from the Government a direct operating subsidy of $139,000. 
In 1941 after the outbreak of World War II this vessel made one voyage to the 
Red Sea under a lend-lease arrangement for which the owner collected from the 
Government charter hire in the sum of $326,000. The vessel subsequently was 
lost at sea and the Government paid to the owner as total loss insurance in the 
sum of $727,000—or approximately $75 per deadweight ton. These transactions 
sum up as follows 
Insurance prices paid by Government . —sace Sin, Gee 
Charter hire paid : ea 326, 000 

Total _ _- . 1, 053, 000 
Less: Purchase price by owner : 49, 000 


._.. 1, 004, 000 





Profit to owner_- ar ereiee : 
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Thus the owner made a profit of approximately 2,000 percent on its original in- 
vestment of $49,000. This profit was in addition to the operating subsidy pay- 
ments, direct and nan et, of $386,000. 

The present bill, S. 1148, is part of a concerted effort on the part of the shipping 
industry to remove Pi the law safeguards which the Congress wisely inserted 
to prevent a repetition of what happened during World War II. They are asking, 
on the one hand, for increased subsidies, limited liability protection, retention of 
indirect. subsidies in the form of tax benefits; but, on the other hand, they are 
asking for the removal of all provisions designed to protect the taxpayers from 
unwarranted and unjustified expenditures in time of war or national emergency. 

It will be represented to your committee that in the commercial marine in- 
surance market an owner is free to insure his vessel for whatever valuation he 
chooses to place upon it; that he pays premiums commensurate with that valua- 
tion: and that in the absence of gross miscalculation of the amount of risk involved 
the Government will not stand to lose on the overall since the losses will be covered 
by the premiums paid. The fact is, however, that in time of war the Government 
by necessity operates these vessels under charter agreements with the owners 
which provide for reimbursement to the owner of all expenses paid for the opera- 
tion of the ship including premiums for insurance. So the result is that the owner 
will insure his vessel for as high a valuation as he can obtain from the administra- 
tive agency of the Government since the amount of the premiums to be paid 
under the policy will also be paid by the Government and consequently do not 
concern him. 

I regard as particularly significant to the consideration of this bill by your 
committee the statement by the President of the United ‘s issued upon ap- 
proval of the War Risk Insurance Act. He said: 

“In approving 8. 2484, a law which will authorize the Secretary of Commerce 
to provide marine war-risk insurance when such insurance is not available from 
private sources, I am gratified at the promptness with which this legislation has 
been enacted. It provides an important additional step to insure the readiness 
of the shipping industry to deal with any emergency conditions which may in 
the future arise. 

‘An essential feature of any acceptable measure for such insurance is that the 
value of any vessel upon which inde ‘mnity is to be fixed must not be subject to the 
artificial enhancement which frequently characterizes the market value of ships 
during a wartime period when demand for shipping is abnormal. The possibility 
of excessive payments for ships requisitioned by the Government during wartime 
was wisely guarded against by the Congress when it provided, in section 902 of the 
Merchant Marine Act of 1936, that just compensation for vessels requisitioned 
thereunder should ‘in no case * * * be deemed enhanced by the causes necessi- 
tating the taking or use.’ 

An identical safeguard was contained explicitly in this marine war-risk insur- 
ance bill, as it first passed tne Senate. This language was replaced in the House 
approved version with a provision that the amount of an alllowable claim shall 
not exceed the vessel’s fair and reasonable value as determined by the Federal 





Maritime Board. It does not appear to me from a reading of the ” ene 
history, however, that this change was intended to throw aside the n nh¢ 


ment concept embodied in the original Senate bill 

I therefore wish to make it clear that my approval of this measure is based 
upon the conviction that the legislative history is indicative of a desire by the 
Congress thet anv war-risk insurance claims be allowed only upon a standard of 
fair and reasonable value which will not be subject to the artificial inflation of a 
wartime shipping market.”’ 

Were this particular section of the law to be amended I would suggest writing 
into the provisions of the statute the substance of the language which has been 
inserted in the appropriation acts for 1951, 1952, and 1953. In other words, I 
would make it unmistakably clear that amounts payable under war-risk insurance 
policies should not exceed just compensation determined in accordance with the 
provisions of section 902 (a). I have not proposed such an amendment heretofore 
because I am in agreement with the President that the legislative history of the 
title indicates an intention by the Congress that war-risk insurance claims should 
be adjusted and paid under that valuation concept. 

Sincerely yours, 
Linpsay C, WARREN, 
Comptroller General of the United States. 
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Proposep Bitt To AMEND THE MERCHANT MARINE Act oF 1936, as AMENDED 


Be it enacted by the Senate and House of Re presentatives of the United States of 





Ame n Congress assembled, Thi 1) section 1209 (a) of the Merchant ‘Marine 
Act, 1936, as amended (U.S. ¢ title 46, sec. 1289 (a)), is amended to read as 
The Secretary, in the administration of this title, may issue such 
I cies, rules, and regulations as he deems proper and may adjust and pay losses, 
pri se and settle claims, whether in favor of or against the United States, 
1 pay the amount of any judgment rendered against the United States in any 
he amount of any settlement agreed upon, in respect of any claim under 

ins nee ithorized by tt 
2 espect of hull insurance n the policy for actual or con- 
structive tota ss of the vessel i exceed the amount that would 





be payable if the vessel had been requisitioned for title under section 902 at the 


attachment of the insurance under said policy Provided, however, That 








the red shes I e the right ithir r the attachment of the 
ir e under said poli« vithir ermination of such valua- 
{ | e Secretary, whichever is later, to reject such valuation, but shall con- 
1 pay premiums upon such valuation at the rate provided for in said policy 
n the event of the actual or constructive total loss of the vessel, if the insured 
has so rejected such valuation, the insured shall be paid, as a tentative advance 
ly, 75 per centum of such valuation so determined by the Secretary and shall 
entitled to su United States in a court having jurisdiction of such claims 
o recover § ‘ tion as would be equal to the just compensation which such 
court determines would have been payable if the vessel had been requisitioned for 
title under section YO2 at the t e of the attachment of the insurance under said 


policy: Provided further, however, that in the event of an election by the insured 
to reject the valuation fixed by the Secretary and to sue in the courts, the amount 
of the judgment will be payable without regard to the limitations contained in 

e eleventh paragraph inder the heading ‘‘Maritime Activities” in Title III of 








the Department of Justice, State, and Commeres ppropriation Act, 1954, the 
tenth paragraph under the heading ‘“‘Operating Differential Subsidies” in Title IT 
of the Independent Offices Appropriation Act, 1953, the corresponding paragraphs 


of the Independent Offices Appropriation Act, 1952, and the Third Supplemental 
ppropriation Act, 1951, although the excess of any amounts advanced on ac- 


count of just compensation over the amount of the court judgment will be required 
to be refunded. In the event of such court determination, premiums under the 
poli hall be justed on the basis of the valuation as finally determined and of 


1 under Title XII of the Merchant Marine \ct, 
of the enactment of this Act, shall, as of the 
ed to have been amended to conform to the 
1e insured, within ten days after such date, 
erchant Marine Act, 1936, as amended (U.S. C 
d to read as follows: 
1 used under authority of this section, but the 
by the United States, the Commission, at the 
taking or as soon thereafter as the exigencies of the situation may 
permit, shall transmit to the person entitled to the possession of such property a 
charter setting forth the terms which, in the Commission’s judgment, should 


” 





overn the relationships between the United States and such person and a state- 
ment of the rate of hire which, in the Commission’s judgment, will be just com- 
pensation for the use of such property and for the services required under the 
terms of such charter If such person does not execute and deliver such charter 
and accept such rate of hire, the Commission shall pay to such person as a tenta- 
tive advance only, on account of such just compensation a sum equal to 75 per 
centum of such rate of hire as the same may from time to time be due under the 
erms of the charter so tendered, and such person shall be entitled to sue the 


United States in a court having jurisdiction of such claims to recover such amount 
al to just compensation for the use of the property and for the 
n connection with such use: Provided, however, That in the event 
f an election by such person to reject the rate of hire fixed by the Commission 
and to sue in the courts, the excess of any amounts advanced on account of just 
compensation over the amount of the court judgment will be required to be 


| 
refunded In the event of loss or damage to such property, due to operation of a 
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risk assumed by the United States under the terms of a charter prescribed in this 
subsection, but no valuation of such vessel or other property or mode of com- 
pensation has been agreed to, the United States shall pay just compensation for 
such loss or damage, to the extent the person entitled thereto is not reimbursed 
therefor through policies of insurance against such loss or damage 

Src. 3. Section 902 (d) of the Merchant Marine Act, 1936, as amended (U.8. C 
Title 46, section 1242 (d)) is amended to read as follows: 

d) in all cases, the just compensation authorized by this section shall be 
determined and paid by the Commission as soon as practicable, but if the amount 
of just compensation determined by the Commission is unsatisfactory to the 
person entitled thereto, such person shall be paid, as a tentative advance only, 75 
per centum of the amount so determined and shall be entitled to sue the United 
States to recover such amount as would equal just compensation therefor, in the 
manner provided for by section 24, paragraph 20, and section 145 of the Judicial 
Code (U. S. C., 1946 edition, Title 28, sees. 41 (20) and 250): Provided, however, 
That in the event of an election to reject the amount determined by the Commis- 
sion and to sue in the courts, the excess of any amounts advanced on account of 
just compensation over the amount of the court judgment will be required to be 
refunded.” 


THE SECREVARY OF COMMERCE, 
Wash nqton 95. Ju 4 23, 19538 
Hon. AuviIn F. WRICHEL, 
Chairman, Committee on Verchant Marine and Fisheries 
on 25, D C 


Dear Mr. CHarrRMAN: You have requested the views of this Department or 
H. R. 4665, a bill to amend the Merchant Marine Act of 1936, as amended 

The bill woul@ amend section 1209 (a) of the Merchant Marine Act, 1936, by 
deleting the clause which provides that, with respect to a vessel insured under 
the war-risk insurance program, the Secretary of Commerce may not pay a claim 
for an amount in excess of the vessel’s “fair and reasonable value’’ as determined 
by the Federal Maritime Board, and inserting in its place language providing, 
that the total loss valuation in the policy shall be the “fair and reasonable value’’ 
of the vessel at the time of the attachment of the insurance as determined by the 
Secretary of Commerce but that the insured shall have the right to reject such 
valuation, within 60 days, and thereafter, if the vessel becomes a total loss. the 
insured shall be paid 75 percent of the stated value and shall be entitled to sue the 
United States for such further amount as added to the 75 percent would equal the 
“just compensation” which the court determines would have been payable if 
the vessel had been requisitioned for title under section 902 at the time of the 
attachment of the policy The bill would require the assured to pay premiums 
on the “fair and reasonable value” even if he rejected such value, but the pre- 


t 


House of Re presentatives, Washing 





miums would be adjusted on the basis of the valuation as finally determined by 
the courts 

The bill also provides that all existing war-risk insurance would be deemed to 
have been amended to conform with the requirements of the bill unless the insured 

objected within 10 days after the bill became a law. 

The bill would also amend certain appropriation acts by striking out the words 
by this or any other Act’’ and inserting in lieu thereof ‘‘by this Act or any other 
Act enacted prior to the date of the enactment of this Act”. These appropriation 

laws (Independent Offices Appropriation Act, 1953, Public Law 455, 82d Cong 

Independent Offices Appropriation Act, 1952, Public Law 137, 82d Cong.; and 
Third Supplemental \ ppropri ution Act, 1951, Publie Law 45. 82d Cong , now 
provide that no money made available ‘‘by this or any other Act”’ shall be used in 
payment for a vessel which was requisitioned or purchased or which wes lost while 
insured by the Government unless the price or hire to be paid is computed in 
accordance with section 902 (a) of the Merchant Marine Act, 1936, as that section 
is interpreted by the General Accounting Office 

There is attached a comparative text (A) of section 1209 (a) of title XII of the 
Merchant Marine Act, 1936, as it would be amended by the bill 

Under existing laws, two ceilings limit the amount that may be paid in settle- 

ment of a claim for the total loss of a vessel, i. e., the ‘fair and reasonable value’’ 
of the vessel as determined by the Federal Maritime Board, and the “just com- 
pensation value” of the vessel as computed by the Secretary of Commerce in 
accordance with section 902 (a) of the Merchant Marine Act, 1936, es that section 
is interpreted by the General Accounting Office 
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It would facilitate the administration of the war-risk-insurance program to 
have one controlling valuation standard for total loss purposes to be applied by 
this Department alone, instead of the two present standards applied by three 
governmental agencies. 

The bill provides for one standard of valuation, ‘fair and reasonable value’ 
to be applied by the Secretary of Commerce alone in determining the total loss 
value to be stated in the policy, but that value is meaningless because the insured 
has the right to reject it and sue for ‘just compensation” under section 902 as 
determined by the courts. The insured would have nothing to lose by rejecting 
the Secretary’s ‘‘fair and reasonable value,’”’ but would stand a chance of obtain- 
ing more from the courts. In fact, the bill would encourage litigation against 
the Government. The premium remains the same whether the insured rejects 
the value or accepts it, but if he rejects it he is guaranteed the right to sue the 
United States for ‘“‘just compensation” under section 902 as determined by the 
court in all cases where the vessel is a total loss. 

The courts have determined just compensation under section 902 for 51 vessels 
that were requisitioned or lost while insured during World War II. In none of 
the cases did the court find that the War Shipping Administrator’s determination 


’ 


was excessive and award a lesser amount. The court’s determination for the 
51 vessels totaled 61 percent more than the War Shipping Administrator’s de- 
terminations, although the values determined by the War Shipping Adminis- 


trator pursuant to section 902 were generally considered to be fair and reasonable, 
as evidenced by the fact that they were accepted by the owners of over 95 per- 
cent of the vessels (Committee on Interstate and Foreign Commerce, U. 8S. Sen- 
ate, 8lst Cong., final report (S. Rept. No. 2494) on Merchant Marine Study 
and Investigation, p. 90. 

It would appear to be in the interest of the Government, and be fair to the 
insured, for the Secretary of Commerce to have authority to determine insurance 
values before the risks attach so that the Government would know in advance the 
maximum amount of its liability in the event of the total loss of a vessel; and the 
assured would know in advance that the agreed value stated in the policy upon 
which he is paying premiums will be paid to him without question in the event of 
the total loss of the vessel 


Che bill, however, would perpetuate a dual standard of valuation for total-loss 


purposes in the insurance program, “fair and reasonable value’’ as determined by 
the Secretary and ‘‘just compensation’? under section 902 as determined by the 
courts Although this Department is of the opinion that the two valuation stand- 


ards ‘‘fair and reasonable value’’ and ‘‘just compensation’ unenhanced “‘by the 
causes necessitating the taking’’ as provided in section 902 (a) properly applied 
should result in identical valuations, the bill should at least require the courts to 
apply the same standard of valuation in determining for insurance purposes the 
final total loss value of the vessel as the Secretary is required to apply in deter- 
mining that value in the first instance. 

Under the bill it is impossible for the Secretarv to issue a ‘“‘valued”’ policy, in 
accordance with commercial practice, which specifies an agreed amount to be paid 
in the event of total loss, or to decline to insure the vessel, as any commercial 
underwriter would do, if the owner rejected the total loss valuation which the 
Secretary determined to be fair and reasonable. 

Because of the two valuation ceilings now applicable, and because dollar values 
have not yet been agreed upon by the three agencies involved, it has been neces- 
sary for the war-risk-insurance interim binders to provide in effect that, notwith- 
standing the ‘‘agreed’’ dollar value stated in the binder for the purpose of fixing 
limits of liability for certain types of claims and calculating the premium, no total 
loss claim shall be paid in excess of the ‘fair and reasonable value’’ determined 
by the Federal Maritime Board, or the “just compensation value’ determined by 
the Maritime Administrator in accordance with section 902 (a) as interpreted by 
the General Accounting Office, whichever is the lesser sum (sec. 308.106 of General 
Order 75, 17 F. R. 8295, 8298 Therefore, although the assured is required to 
pay premiums based on the ‘‘agreed”’ value, he has no assurance that he will be 
paid that value in the event of a total loss, and the Government’s maximum 
liability is unsettled. 

Where the value is left “open,” as now provided in the binders, the owner Mav 
reject the determination of value when it is made and sue the Government for 
a greater amount. Section 1212 provides that, upon disagreement as to a loss 
insured under the act, suit may be maintained against the United States in 
admiralty. 

It is recommended that the bill be amended to provide that the total loss value 
of each vessel insured under the war-risk program shall be specified in the insur- 
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ance policy by the Secretary of Commerce before the insurance attaches, finally 
fixing the amount to be paid in the event of a total loss. This is the procedure 
and policy established by Congress in the case of aircraft insured against war 
risks by the Secretary of Commerce under title XIII of Civil Aeronautics Act of 
1938, as amended (Public Law 47, 82d Cong., approved June 14, 1951). Section 
1307 (a) of the Civil Aeronautics Act of 1938 provides in part: 

‘“‘In the case of any aircraft which is insured under the provisions of this title, 
(1) the policy shall specify a stated amount to be paid in the event of total loss, 
and such stated amount shall not exceed an amount determined by the Secretary, 
after consultation with the Civil Aeronautics Board, to represent the fair and 
reasonable value of the aircraft, and (2) the amount of any claim which is adjusted, 
compromised, settled, adjudged, or paid shall in no event exceed such stated 
amount.” 

The recommended amendment would be accomplished by inserting in the bill 
the following substitute provision: 

‘In the case of any vessel which is insured under the provisions of this title, (1) 
the poiicy shall specify a stated amount to be paid in the event of actual or con- 
structive total loss, and such stated amount shall not exceed an amount deter- 
mined by the Secretary to represent the just compensation value of the vessel 
under section 902 (a) of this Act, as amended, and (2) the amount of any claim for 
the actual or constructive total loss of the vessel which is adjusted, compromised, 
settled, adjudged, or paid shall in no event exceed such stated amount.” 

(See attached comparative text (b) showing this amendment.) 

This Department is of the opinion, as above stated, that the two valuation 
standards, ‘fair and reasonable value’”’ (sec. 1209 (a)) and ‘‘just compensation’’ 
(sec. 902 (a)) properly applied should result in identical valuations; and further 
that there is substantially no difference between ‘‘just compensation’’ deter- 
mined in accordance with the fifth amendment of the Constitution and “just 
compensation” determined in accordance with section 902 (a) properly interpreted 
and applied. However, the standard of just compensation under section 902 (a) 
of the 1936 act is recommended in order that the same terminology of valuation 
standards be applied for total loss valuations under the war-risk insurance in 
wartime as under requisition programs. 

If H. R. 4665 is revised as suggested above, it would be unnecessary to amend 
existing policies as provided in paragraph (2) of section 1 of the bill and it should, 
therefore, be deleted. 

This Department opposes enactment of the bill unless it is amended as here- 
inabove recommended, 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to the submission of this report to the Congress. 

Sincerely yours, 
Srncuarr WEEKs, 
Secretary of Commerce. 


The CHarrMan. We will call first on Mr. Casey. 


STATEMENT OF RALPH E. CASEY, ASSOCIATE GENERAL 
COUNSEL, GENERAL ACCOUNTING OFFICE 


Mr. Casey. I have no prepared statement, Mr. Chairman. I did 
have a prepared statement in the Senate but in going over it I find 
that the statement I prepared was with reference to the bil s as origi- 
nally introduced, and as the bill was reported out and passed by the 
Senate it was in substance a substitute for the bills originally intro- 
duced and was, in fact, a substitute proposed by the General Account- 
ing Office, so that today I am somewhat in the role of coming up as a 
proponent of legislation rather than in opposition to it. 

The CHarrMAN, We like to have you in both roles, Mr. Casey. 

Mr. Casey. These bills, Mr. Chairman, have to do with war-risk 
insurance, as you know. Under Public Law 763, enacted in the 81st 
Congress, the Secretary of Commerce was authorized to issue policies 
of war-risk insurance and to set valuations for the vessels covered by 
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those policies to adjust and pay losses and compromise claims under 
those policies. 

The particular phase of the statute which is brought into issue by 
these bills is a question of how much the vessels should be valued for. 

The law, as it was passed, stated that the amount of the claim to 
be paid should not exceed the vessel’s fair and reasonable value as 
determined by the Federal Maritime Board. 

The statute as passed, however, left it to the Secretary of Com- 
merece to fix that fair and reasonable value, and presumably the 
industry became disturbed at the prospect that the value which would 
be fixed would not fairly compensate them for the vessels which were 
cove red by those policies. 

They were further disturbed by the fact they might not have the 
right to go to court, and probably do not have the right to go to court, 
as the law now reads, to contest the valuation which is fixed. In other 
words, once the valuation is fixed in the policy it is a take-it-or-leave- 
it proposition. 

So the purpose of the bills introduced by the industry was to give 
them the right to reject the valuation fixed by the Secretary of Com- 
merce, accept 75 percent of the amount fixed and go to court and sue 
for whatever additional amount might result in just compensation 
for the vessel 

However, as a further step the industry proposed to eliminate or 
repeal from current appropriations for the Maritime Board a rider 
which first was inserted back in 1951, which in substance provides 
that in the payment of claims for just compensation for vessels requi- 
sitioned, purchased or lost while insured, the amount payable shall 
not exceed just compensation under section 902 (a) as that section is 
interpreted by the General Accounting Office, with the exception of 
vessels covered by section 802 (a Vessels covered by 802 (a) are 
those upon which the Government has paid a construction differential 

ibsidy, and section 802 (a) provides that when a contract for the sale 

those vessels is made it will include a provision that in the event the 
Crovernment needs to take bac k those vessels in time of war and 
national emergency the owner W ill o1 ly get the book value for the 


In other words, that becomes an inherent part of the transaction, 
part of his contract of sale, and he agrees in taking the subsidy that he 
inderstands that if the Government ever needs the vessel back all he 
will get is the book value for the vess« I. That is the case of requisition 
for Ul 

In the event of requisition for use they base the charter hire on the 
book value rather than on the fair market value which, as we know 
from World War II experience, may exceed by many times what the 
book value of the vessel is , . 

In the Senate and in the reports to the various committees the 
General Accounting Office took the position that we recognized the 
equity In permitting an owner to go to court 1 he disagreed with the 
valuation fixed by the Secretary of Commerce 

The reason we took that Position, Mr. Chairman, was this: In time 
of war the Maritime Board takes some vessels for title; they take some 
for use. It depends on the type of vessel, depends on what they want 
t tor, and how extensive the alterations Ih the vessel are which 
they want to make 


tO use 1 
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If they take a vessel for title, the owner’s rights are fixed under 
section 902 (a), assuming no construction differential has been paid; 
and under section 902 (a) he is to receive just compensation. 

There is, however, a very important limitation in section 902 (a) 
which provides that in no event shall the value of the property taken 
or used be deemed enhanced by the causes necessitating the taking or 
use. 

That provision has been in the 1936 act since its enactment. It 
was in prior acts dating back as far as 1920, and the obvious purpose 
of it is that when the Government finds itself in dire need in time of 
emergency they won’t be held up by shipowners for exorbitant 
valuations. 

We thought that when an owner has his vessel taken from him he 
should have the same rights, so far as recovering the value of his vessel, 
no matter whether it is taken for title or use. As I said in the taking 
for title he is entitled to just compensation under section 902 (a). In 
the case of use he gets a policy of insurance to cover the vessel and 
charter hire. Of course the vessel may be lost a month after they 
take it. 

If he is confined to the valuation that the Secretary of Commerce 
fixes it may be less than the valuation for a comparable vessel which 
was taken for title by a competitor, or at least a fellow shipowner. 
We think in either event the fellow should have the right to go to court 
and contest the valuation. For that reason we did go along with the 
industry in permitting shipowners to go to court and contest the 
valuation fixed under policies of insurance. 

However, we thought that instead of providing for fair and reason- 
able valuations for vessels under policies of insurance, it should be the 
same standard of valuation. It should be the unenhanced value of 
the vessel, figured under section 902 (a) 

We further, of course, objected to the elimination of the rider from 
the appropriation bill. 

We do not attribute to that rider any substantive effect insofar as 
just compensation for title or use is concerned. That rider merely 
states that the Secretary of Commerce shall follow the decisions of 
the Comptroller General in fixing just compensation for vessels requisi- 
tioned. 

That is exactly what the law states, anyway. That is what the 
Budget and Accounting Act of 1921 states. 

That act requires that the executive branch follow the decisions of 
the Comptroller General in matters involving the disbursement of 
public funds. It makes the decisions of the Comptroller General 
binding and conclusive on the executive branch of the Government. 
It has been so held by numerous court decisions. 

So in effect all that rider does is to tell the Secretary of Commerce 
to do what the law already provides that he shall do. 

It did have one added effect, however, insofar as policies of insur- 
ance were concerned. It provided that he should not pay anything 
in excess of 902 values, whereas under the insurance statute itself he 
was to fix fair and reasonable value and conceivably it might be in 
excess of the unenhanced value of the vessel figured under section 
902 (a). 

The industry, at least some segments of the industry, were not in 
complete disagreement with our version of what the law should be, 

51278—54——-8 








14 WAR RISK INSURANCE 


except that as a whole I believe the industry will take the position 
that the rider should be taken out. They don’t like the looks of the 
rider, naturally. They don’t like the General Accounting Office being 
brought so forcibly to the front in connection with these matters of 
just compensation. 

So that as the bill was reported out of the Senate there was one fur- 
ther part which really we suggested through an overabundance of 
caution, I might say. 

We thought that if the owner went to court and sued for just com- 
pensation, having rejected the valuation fixed by the Secretary of 
Commerce, i: should be a two-way street. In other words, this kind 
of a situation could happen: 

The Secretary of Commerce could value the vessel for $400,000. 
The owner could say, “I don’t want that valuation, it is too low. I 
want to accept $300,000 and go to court.” 

Conceivably, although it didn’t happen during World War II, the 
court could say, ““The $400,000 you have already accepted is too high. 
The vessel is worth only $250,000.” 

We think the law, of course, should provide that he give back the 
$50,000 he got in excess of the true value of the vessel, and the bill as 
reported out by the Senate does provide for a refund to the Govern- 
ment of anything by way of excess included in the 75-percent part 
payment. 

I think in substance, Mr. Chairman, that is about what the Senate 
bill does, and, as I say, we support the Senate bill as reported. 

We recognize, however, at the same time, that it may well give rise 
to litigation which could be pr ‘vented by a strict conscientious admin- 
istration of the present law. In other words, if the Secretary of Com- 
merce would undertake in these policies of insurance issued under 
Public Law 763 to state only the unenhanced value of the vessel, and 
give it to the ship operator and say ‘Here it is; take it or leave it,’ 
the ship operator has no alternative. He has to take it. There is 
no litigation possible. He has to take it or not put his ship on the 
seas, or at least not have it insured. 

At the same time we do believe, Mr. Chairman, there is equity in 
the bill in permitting the ship operator whose vessel is taken for use, 
who was confined to a policy of insurance, to have the same rights to 
go to court as a shipowner whose vessel is taken for title would have. 

The CHarrmMan. The bill now puts those two classes in the same 
category, that is, owners whose vessels are taken for use will have the 
same rights as owners whose vessels are taken for title? 

Mr. Casey. Yes, sir. 

The CxHartrMan. Their compensation shall be based on the unen- 
hanced value of the ship? 

Mr. Casry. That is right, sir. 

The CuatrMan. Both will have a right to go to court if they disagree 
with o figure proposed by — Secretary of Commerce? 

Mr. Casey. That is right, 

I con add that there was a suggestion during the testimony in 
the Senate that in the case of vessels covered by a differential subsidy, 
and I have indicated in the case of those vessels there has been no 
dispute up to this time, even during World War II, the valuation, in 
the event those vessels were taken for title, use, or insured, it was the 
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book value of the vessel, something that could be computed to a 
liquidated sum. 

The suggestion was made in the Senate that in the case of those 
vessels for insurance they should be entitled likewise to section 902 
values, fair market value of the vessel unenhanced by the causes 
necessitating their use, rather than the book value. 

I cannot see that position. I think where a fellow has a vessel 
that he bought with a construction subsidy from the Government, 
agreed in his contract that in the event the Government needed that 
vessel in time of war and national emergency that he would be content 
with the book value of the vessel, that that is all he should get, whether 
the vessel is taken for title, use, or insured under policy of insurance. 

The CuarrmMan. Mr. Bonner, have you any questions? 

Mr. Bonner. The Senate didn’t include that provision; did it? 

Mr. Casry. No, sir. Just to supplement that, the Senate did 
recently in connection with the latest appropriation for maritime 
activities make one change which also was consistent with a provision 
in the bill as reported out by the Senate. I had forgotten that 
provision. 

That is this: We did not attempt, or never thought, that our decision 
so far as just compensation is concerned would be binding on the courts. 
We intended only to bind the executive branch of the Government, 
and particularly the Maritime Board. And generally speaking, no 
matter what we ruled so far as the Comptroller General’s Office is 
concerned, the fellow has a right to go to court with his claim and if 
he gets a judgment, a judgme: nt is appropriated for by the Congress 
generally in a deficiency or supplemental appropriation bill and it is 
paid, even though it might be greatly in excess of what we had adminis- 
tratively allowed his claim for. 

In the case of insurance, however, it does provide in the basic legis- 
lation that the Secretary of Commerce may pay the amount of any 
judgment rendered against the United States in any suit. 

Of course that, coupled with the rider in the appropriation bill, 
could have been construed as meaning that nobody could use any 
money in any appropriation bill to pay any judgment even in excess of 
what the Comptroller General’s Office said was just ¢ ompensation. We 
never intended that the thing should go that far, so that in this bill as 
reported out by the Senate it provides in effect that in the case of 
judgments, whatever the court allows will be without regard to what 
the Comptroller General may have said. 

In fact the Senate committee this year has put a provision in their 
rider to the effect that this shall not apply to court judgments. 

Mr. Bonner. Do I understand where we build vessels for subsidy, 
in an emergency we take it for use or title, notwithstanding what the 
Secretary of Commerce might set up as a fair valuation for the owner 
of the vessel if that vessel is lost, he then could go to court and get a 
decision which would be higher and it would be incumbent on the 
Government to pay in accordance with that decision, or is a vessel 
constructed under subsidy? 

Mr. Casey. No, sir;not under subsidy. There has been no question 
of vessels constructed under subsidy. 

Mr. Bonner. We leave that out entirely, then? 

Mr. Casry. Leaving those vessels out. 
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Mr. Bonner. In this bill? 

Mr. Casey. Well, in this bill subsidy vessels are not included. The 
law is not disturbed, that is. They still get 802 values. 

Mr. Bonner. What you said doesn’t apply to this bill? 

Mr. Casry. That is right, but so far as all other vessels are con- 
cerned, what you say is true. The fellow can go to court and get 
higher evaluation. 

Mr. Bonner. Do I understand this bill applies to vessels sold under 
the Ship Sales Act? 

Mr. Casey. That is right. 

Mr. Bonner. Notwithstanding scaled-down price at which we 
sold these, which was a subsidy to the operators. Now they can come 
in and disregard whatever values the Secretary of Commerce might 
put on the vessel under this insurance protection, go to court and get 
a higher price? 

Mr. Cassy. Mr. Bonner, I want to recall to this committee that 
the Merchant Ship Sales Act was enacted 8 years ago. In every 
report that the Comptroller General rendered to this committee and 
the Senate committee in connection with that bill while pending, we 
pointed out they should include a provision in that law that all vessels 
sold under that law should contain a provision to the effect that when 
the Government took back those vessels they should pay the book 
value. This committee left out that provision and took action to 
leave it out. 

Mr. Bonner. Under the Ship Sales Act? 

Mr. Casey. That is right. 

Mr. Bonner. Now you propose to insure and set that value much 
higher than the book value or the sales value? 

Mr. Casey. That is already in the law, sir. 

Mr. Bonner. Is there no end to what is wanted and asked for? 
It is always to give, give, give, and the Government gets no protection 
at all. 

Mr. Casey. In my opinion the only solution to keeping down vessel 
valuations in the event of a future war emergency is to immediately 
place a price ceiling on vessels, the same as other forms of property, 
so that when a private sale takes place between owners they cannot 
get anything higher than the price ceiling. 

Therefore the market value of the vessels won’t skyrocket im- 
mediately, and therefore when the Government takes the vessel at 
some time in the future the owner will be held to the market value 
which will have some reasonable relationship to the price ceiling. 
That was done with most every other type of property but vessels 
were specifically excluded when the price legislation was enacted dur- 
ing the last war. 

Mr. Bonner. So if we were to find ourselves in an emergency we 
would be in the same fix we were in when we sold these vessels at 
about $6 a ton and they will bring back about 100 or 112? 

Mr. Casry. That is right. 

Mr. Bonner. This bill will make that situation better? 

Mr. Casey. It won’t make it better, Mr. Bonner. 

Mr. Bonner. I mean it would absolutely fix the return that some- 
one got under the Ship Sales Act? 

Mr. Casry. No, sir. 
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Mr. Bonner. In accordance with the return they got at the time 
of World War II? 

Mr. Casey. All this bill will do in effect is to do equity as between 
different owners whose vessels are taken under different forms of 
requisition. 

Mr. Bonner. We know what the value of these vessels is, the book 
value? 

Mr. Casry. Yes. 

Mr. Bonner. Does this bill then propose to insure them higher 
than that? 

Mr. Casry. It doesn’t propose but it permits it. But that already 
is permitted under the act enacted in the 8lst Congress. 

Mr. Bonner. The Government does the insuring? 

Mr. Casry. That is right, sir. 

I have, Mr. Bonner, a tabulation of vessel valuations that was 
compiled as a result of the experience of World War II. 

These vessels were those built prior to the war, either by the 
Government or by private industry, subsequently acquired and 
owned by the private owners, and thereafter taken and insured. 

I have listed here the amounts that were paid. I have the year the 
vessel was built, the year acquired by the owner, estimated construc- 
tion cost, estimated cost to the owner, and then the world market 
value on December 31, 1938 which was some 9 months prior to the 
outbreak of the war in Europe, and then we have the amount which 
was paid under the policy of insurance in addition to the amount paid 
as charter hire for the vessel prior to the time it was lost. 

Mr. Bonner. Give us one example. Let the record show an 
example. 

Mr. Casry. I can give you a horrible example or an example at 
random. 

I have the Excello, for example. It was a cargo vessel built in 1919 
at a cost of approximately $1,500,000. 

It was acquired 6 years later, in 1925—— 

The CuHarrmMan. Acquired by whom? 

Mr. Casry. The American Export Line—at a cost of $58,800. 

The value of that vessel at the beginning of 1939 was $83,320. It 
was requisitioned and lost while under a policy of insurance on 
November 13, 1942. 

The Government paid $600,750 for it after having paid $105,334.57 
in charter hire. 

The CuarrmMan. How much was paid? 

Mr. Casry. $600,750 for insurance. 

The CuarrMan. How much charter? 

Mr. Casry. $105,334.57. 

I picked one I might refer to as a horrible example but they are all 
in the same tenor. 

The CuarrMan. Is this a horrible example or random? 

Mr. Casry. Let me take one without looking at it. 

Mr. Garmatz. Wheu was the ship built? 

Mr. Casey. In 1919. It was built by the Government. It was 
23 years old when taken in the spring of 1942. 

There is one here which is a tanker, owned by the Cuba Distilling 
Co. It was built in 1920. 
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We don’t have the date it was acquired by the owner, but the con- 
struction cost was $1,407,000. It was built by the Government. 

It was acquired by the owner for $300,000. 

Mr. Bonner. Built by the Government? 

Mr. Casey. Built by the Government. While it was built in 1920, 
I assume it was for World War I. 

Mr. Bonner. I see. The Government sold it for $300,000? 

Mr. Casey. Yes. Its market value at the beginning of 1939 was 
$127,742. 

It was lost while under a policy of insurance on May 26, 1942. 

The Government paid $609,750 under the policy of insurance. 

Charter hire was $11,106. It was lost in May of 1942 and I assume 
it was not requisitioned until the spring of 1942 which was the time 
all the merchant fleet came under requisition. 

Mr. Bonner. Do you have an example where the ship is built 
without any Government subsidy for World War II? 

Mr. Casry. I don’t know of any. 

Mr. Bonner. Hasn’t a ship been built since World War I under 
industrial hull, without Government subsidy? 

Mr. Casry. I think so, in the thirties. 

Mr. Bonner. Do you have an example as to one of those? Give 
us one where a man put in his own money without Government 
money. 

Mr. Cassy. Here is a vessel built in 1933, a passenger vessel of the 
Grace Lines, the Santa Helena. 

Mr. Bonner. Did that have Government subsidy? 

Mr. Casey. I don’t think so. It was built in 1933 and acquired by 
the owner in 1933. The construction cost was $4,349,000. It gives 
the same figure as acquisition cost by the owner, of course. 

Its book value on December 31, 1941, was $2,487,000. It was lost 
in November 6 of 1943, and the Government paid $4,350,000 for it, 
after having paid charter hire of $1,400,000. In other words, the 
vessel cost $4,349,000 in 1933 and 10 years later the Government paid 
$4,350,000, the same price after having paid charter hire of $1,400,000 
for it. 

Mr. Bonner. The ones built privately and without Government 
money or subsidy in them at all don’t bother me so much as the ships 
the Government puts money in, or sells them at ridiculously low 
prices to keep the industry going, and then has to turn around and pay 
all these exorbitant prices back again. Those are the ones which con- 
cern me. 

If they were built out and out by private capital it would not con- 
cern me a good deal. 

Mr. Ray. Will you tell us what the amount of the charter hire has 
to do with the question we have before us? 

Mr. Casry. Really nothing, sir. The Government should pay for 
the use of the vessel during the time they use it. It just means the 
fellow has gotten that much more out of the vessel from the Govern- 
ment during the time of the emergency in addition to the policy of 
insurance. 

Mr. Ray. The question is whether the ship was lost early or late? 

Mr. Casey. That is right. 

Mr. Ray. The chartering was at the going rates? 

Mr. Casey. Yes. It may be unfair to mention the charter hire. 
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Mr. Ray. I don’t see where it has any bearing at all on the problem. 

Mr. Casey. Of course to the extent that depreciation is included 
in the charter hire you could add on the amount of the depreciation 
to the amount paid under policy of insurance to show how much more 
he got for the vessel. 

Mr. Ray. But charter hire is for the use of the property? 

Mr. Casry. Ye3, sir; and they should pay for it. 

Mr. Bonner. All these operators who suffered a loss and made 
this recovery, then immediately they came under the Ship Sales Act 
and got ships under the Ship Sales Act? 

Mr. Casry. I assume generally that was true. 

Mr. Bonner. All of them sustained these losses? 

Mr. Casry. Yes, sir. 

Mr. Bonner. So they made fabulous prices, and then when the 
emergency was over the Government turned around and put them in 
business at about 25 percent of the cost of the vessel. Is that about 
right? 

Mr. Casry. Yes, sir. Of course I can disagree at one point. 

Mr. Bonner. What is it? I want to be fair. 

Mr. Casry. I don’t know that the Government does this in order 
to give a subsidy to the owners. At the time the Government gets 
rid of these vessels it is right after an emergency when we are talking 
peace. We have vessels up to our necks. The market value is de- 
pressed. We can’t get any more for them than we do. 

Mr. Bonner. I don’t know about that. We owned all the vessels 
Nobody could operate a vessel, couldn’t get one built for immediate 
operation other than from the Government war fleet. 

Mr. Casry. And then the Congress turned to the 1936 Act and said, 
““We have laid down a policy of private operation. We should get rid 
of the vessels. It will cost us money to put them in a laid-up fleet so 
we want to sell them and put them in private operation.”’ 

If they are all thrown on the market at the same time the price 
might be even lower than the 1946 act price, at least for some of them, 

In the shipping industry the war has such a decided effect on the 
business of the building of ships and operating of ships that you have a 
cycle. So far as our knowledge is concerned it started in World War I. 
The same thing happened in 1920 to 1923. Vessels were sold at a 
fraction of their cost, and then the Government had to take them back 
and pay exorbitant prices in World War II. 

The same thing could very well happen come another emergency. 

As I say, I think the only solution is to put a price control on vessels 
so they have no more rights than the owners of other property which is 
immediately subject to price control. 

Mr. Srety-Brown. I am interested in your statement, Mr. Casey, 
In other words, in time of emergency you would recommend that you 
have a price freeze on all the vessels which would be acquired by the 
Government? 

What would be the effect of that on industry in a period such as we 
have today, one of these in-between periods where we are in no man’s 
land between war and peace, where we anticipate trouble but we hope 
our fears are not well founded. What will be the effect on the indus- 
try if they know that price freeze is hanging over their heads? What 
would you guess would be the effect of it? 
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Mr. Casey. I don’t think there would be any more pronounced 
effect on the shipping industry than on other industries. Every- 
body should be in the same boat. If a fellow from 20 to 25 is going 
to be drafted, that is hanging over his head, too, and he has to con- 
sider that. We are all subject to the threat of war and have to make 
plans along those lines. It is no more inequitable to the shipping 
industry to have price freeze hanging over their heads. 

Mr. Srr.y-Brown. In other words, you feel that the shipping 
industry as such should not be given any special treatment? 

Mr. Casey. That is right. 

Mr. Srre.ty-Brown. As regards this particular philosophy? 

Mr. Casey. That is right. 

Mr. Sre.ty-Brown. I wanted to make sure of that. In other 
words, you feel the problems of the industry are not different from 
the problems faced by certain other industries, in other words, certain 
industries can turn over their products much more rapidly. You 
feel the problems of the shipping industry are basically the same? 

Mr. Cassy. Well, there has been argument that the shipping 
industry is more subject to pronounced peaks and valleys than other 
industries. I don’t think they should go above normal peaks in order 
to make exorbitant profits w hen the Government needs the vessels, 
when they come in in peacetime and ask the Government to help 
them out when they are in the valleys. 

I want to correct one aspect of your question. I didn’t recommend 
putting a price freeze on the amount the Government would pay for 
the vessels. I would put a price freeze on all sales of vessels, even 
between private owners. That is the only way you could doit. You 
can’t just put the price freeze on what the Government pays for it. 
It has to be put on what everybody pays for a vessel. 

Mr. Bonner. Business gets no subsidy. This business gets subsidy 
in and out of season. 

Mr. Casry. You are talking about one segment of the industry. 
Some segments don’t get any. They will scream to high heaven when 
you put a price ceiling on their property because 16 lines get a subsidy. 
They are going to say they didn’t get a subsidy and that they paid 
for the vessels in 1936 exactly what you said they should be sold for. 

But as I say, I think they should be subject to price ceilings so there 
will be no undue gouging of the Government by anybody, subsidized 
or not in time of war. 

Mr. Ray. How would you define that ceiling? 

Mr. Casry. Knowing the difficulties that the OPS and the OPA 
get into in putting price ceilings on, I know there would be practical 
difficulties, as well as the difficulties of getting the legislation on the 
books and getting the machinery set up to put the price ceiling on. 

I know in September of 1939 the values of vessels started to enhance 
as soon as Poland was invaded. 

By the time we got Price Control Act in 1942 it probably would 
do no good so far as value of the vessel is concerned because they had 
already reached their peak. 

At the same time, if we act judiciously in the event of a future 
emergency we will get price control a lot quicker than we did in World 
War II and we will try to stop increases before they get out of reach, 
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The best we can hope for would be to keep vessel values in the same 
level as other forms of property and put it on at the same time other 
price ceilings are put on. 

Mr. Ray. Isn’t the validity of your ceiling suggestion to be deter- 
mined by how generally it is applicable? 

Mr. Casey. I believe so, yes. I know at the beginning of World 
War II price legislation there was considerable consideration given in 
the Congress to placing a ceiling on all forms of property and all sales, 
and it was abandoned in favor of selective price control. 

Mr. Ray. Are you advocating a special control for ships or just 
pointing out that ships ought to be included in the next price-control 
measure? 

Mr. Casey. Just that they should be included in the next price- 
control measure. 

Mr. Seevy-Brown. In connection with the question which Mr. 
Ray has just asked you, have you ever made your suggestion or have 
you made this recommendation to anybody else other than this com- 
mittee on this particular subject? 

Mr. Casey. No, sir; I don’t think so. I have discussed it with 
people but not officially. I have never recommended it to any 
committee. 

Mr. Seety-Brown. I was interested in whether or not your rec- 
ommendation ever had been taken up with the Comptroller General 
or whether it had been formally presented to any other agency of the 
Government. 

Mr. Casey. No, sir. I know the past Comptroller General and 
the present Acting Comptroller General would be in favor of any 
legislation to keep prices from soaring in time of war. 

The CHatrMan. Have you another copy of that tabulation for the 
record? 

Mr. Casry. Yes. 

The CuarrMaANn. We would be pleased to have them in the record. 

(The tabulations referred to are as follows:) 
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The CrarrMan. Any other questions? 

Mr. Garmatz. In that last case where you cited purchase price of 
$3,449,000 and the insurance there, how did they arrive at the 
$4,350,000 figure? Is there any indication there of that? 

Mr. Casry. They set that as being a fair market value of the vessel 
at the time it was placed under the policy of insurance. 

Mr. Garmatz. It was more than the original cost after 10 years of 
usage? 

Mr. Casey. That is right. By that time value of all vessels had 
gone up. 

The CuarrMan. Thank you, Mr. Casey. 


STATEMENT OF FRANCIS T. GREENE, EXECUTIVE VICE PRESIDENT 
OF THE AMERICAN MERCHANT MARINE INSTITUTE 


The Cuarrman. Mr. Greene 

Mr. GREENE. Yes, sir. 

The CHarrMan. Mr. Greene, will you just identify yourself, and 
proceed with your statement? 

Mr. Greene. Thank you, Mr. Chairman. 

My name is Francis T. Greene, and I am executive vice president of 
the American Merchant Marine Institute. 

At the outset, I should like to say that the institute agrees with the 
suggestion of Congressman Bonner, in view of the fact that the 
provisions of title 12 will expire in September of 1955, and in view of 
the very late stage of this session of Congress, that it would be wise 
if the pending legislation were laid over. 

The American Merchant Marine Institute represents the owners 
of a substantial majority of American-flag shipping of all categories. 

The institute desires here to express its support of H. R. 4665 as 
now pending before this committee and, secondly, to express its 
opposition to S. 1878, unless it is amended by this committee in such 
& way as 
(1) to assure the payment of the fair and reasonable value of 

all ships covered by war-risk insurance in the event of their loss, 
vant ‘ss of whether or not they may originally have been 
acquired with construction-differential subsidy pursuant to title 
V of the Merchant Marine Act, 1936, as amended, and 

(2) to provide for permanent authority on the part of the 
Secretary of Commerce to issue war-risk insurance, or at least 
long-term authority to do so. 

The problems which have arisen under title XII, war-risk insurance, 
as added to the Merchant Marine Act, 1936, by the act of Septe smber 
7, 1950, have already been fully discussed by preceding witnesses 
before congressional committees and in Senate Report No. 1212 
accompanying S. 1878. No attempt will be made to duplicate the 
existing record. 

In speaking on behalf of the majority of American shipowners, the 
American Merchant Marine Institute is not asking that war-risk- 
insurance valuations be placed at any figure which might result in 
unreasonable profits because of skyrocketing values under war con- 
ditions. It is only asking for amendments of the law that would 
permit a shipowner to have the same right he has under section 902 (a) 


a 
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in the case of a requisition—that is, to test in the courts the deter- 
mination of just compensation for his vessel. 

In our opinion, H. R. 4665 is a fair and reasonable amendment of 
the war-risk-insurance law which would allow the shipowner either 
to accept the valuation determined by the Secretary of Commerce or 
to go to court to determine the amount which would have been payable 
as just compensation if the vessel had been requisitioned for title 
under section 902 (a) of the Merchant Marine Act. Since the intro- 
duction of H. R. 4665, the Senate has passed a bill, S. 1878, which if 
appropriately revised by this committee would be substantially 
identical to H. R. 4665. 

We believe that S. 1878, a bill recommended by the Comptroller 
General would appropriately correct the deficiencies of the existing 
war-risk-insurance law, but only if it is amended in the following 
respects. 

The first two suggestions which the institute offers to S. 1878 do 
not go to the substance of that bill. They are as follows: 

(1) It is recommended that the amendment of section 1209 (a) (1) 
of the Merchant Marine Act as proposed by S. 1878 be further revised 
by inserting at the very beginning thereof the words ‘‘Subject to the 
provisions of paragraph (2) of this subsection (a).’”’ These words 
appear in H. R. 4665 and we believe that they more carefully define 
the authority of the Secretary of Commerce. 

(2) It is recommended that the first sentence of subsection (a) (2) 
as it would be amended by 8S. 1878, be revised by adding the words 
“as determined by the Secretary”’ after the word “insured”’ so that 
such subsection would read: 

(2) In respect of hull insurance, the valuation in the policy for actual or con 
structive total loss of the vessel insured, as determined by the Secretary, shall 
not exceed * ' 

This suggestion would conform the language of S. 1878 to that of H. 
R. 4665. 

(3) The next proposal is necessary to meet the institute’s basic and 
substantive objection to S. 1878 as it now stands. Subsection (a 
2) be revised in such a manner as to make it clear that the valuation 
for insurance purposes of a vessel constructed under the construction- 
differential subsidy provisions of the act will not be limited to an 
amount which would be received under section 802 in the case of an 
actual requisition. Under the existing law there is no such limitation 
and it appears appropriate that in the case of voluntary imsurance a 
shipowner should not be held down to a valuation which represents 
depreciated book value, but which may, and probably would have, no 
relationship to a fair and reasonable value or to replacement value 
which should be the true test for insurance purposes. This purpose 
can best be achieved by changing the references to section 902 in the 
proposed subsection to specify “Section 902 (a 

1) Finally, it is recommended that a new section be added to the 
bill so as to strike out section 1214 of the Merchant Marine Act, 1936, 
as amended. This section now reads: 

Sec. 1214. The authority of the Secretary to provide insurance and reinsurance 

nder this title shall expire five vears from September 7, 1950 

Examination of the act shows that in no event can the Secretary 

provide insurance without the approval of the President and interested 
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governmental agencies, and that, accordingly, there is no need for 
temporary legislative restrictions. It is our belief that this statute 
if amended into a fair and workable form is the kind that should be 
permanent, and the institute so recommends to your committee. Jn 
the event that you believe that some time limit should be placed upon 
the authority of the Secretary, the institute suggests in view of present 
world conditions, that the period of the act be extended for not less 
than 10 years. 

The institute believes that this committee should take this oppor- 
tunity to correct the effect of faulty past legislation and, therefore, 
recommends that provisions similar to section 2 of H. R. 4665 be 
added to the bill as passed by the other body. 

Unless S. 1878 is amended by this committee so as to predicate 
total or constructive total loss insurance payment (and the premiums 
therefor) upon the just compensation values of all vessels under the 
standards of section 902 (a), which, in effect, are their estimated 
replacement values, the institute must oppose the bill as being con- 
trary to the best interests of the American merchant marine. 

If I may, sir, with the committee’s indulgence, I would like to speak 
extemporaneously on a couple of points which were made in the very 
clear testimony of my good friend Ralph Casey of the General Account- 
ing Office. 

First, it should be pointed out that although war-risk insurance 
benefits which were paid by the administration were simply referred 
to as involving exorbitant profits, the fact is that on just compensation, 
the war-risk insurance cases which were taken up to the courts by 
owners who are not willing to accept the WSA determinations of 
value which were made, the courts, in the administration of section 
902 (a) have granted judgments in a number of cases which are 60 
percent higher than the WSA values. 

I do not think, necessarily, that the courts are right, and that the 
WSA was unreasonably harsh on the shipowners. The fact is that 
the courts, which are the places where men settle controversies of this 
nature, established values which are consistently higher than the WSA 
values, and which, to the best of my knowledge, were also somewhat 
consistently higher than the General Accounting Office thought they 
should be, in these cases. 

Secondly, with reference to the need of a price freeze of ships in 
the next war, I should like to suggest to this committee that we are 
dealing here with an earning capital asset, which is economically some- 
what similar to a piece of improved real estate, or a building or a fac- 
tory. 

As far as I know, during the last war, no price ceiling was placed 
on real estate, and no price ceiling was placed on factories or other 
comparable capital assets. Indeed, rent ceilings were only placed on 
living space. Commercial rental space, to the best of my recollection, 
was not put under any price ceiling. 

Furthermore, you are dealing with a capital asset which has a 
peculiarly mercurial value. I should like to mention that Liberty 
ships were worth on the market from a willing seller to a willing 
buyer $1.2 million, or perhaps somewhere in the neighborhood of 
$1.1 million. 

However, at the present time I believe Liberty ships are selling for 
not much over $200,000. 


Bitten ne: wee 
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Coming to grips with the issue that we have on section 802, I realize 
that is the issue that must be faced up to. 

We have great sympathy with the position which was expressed by 
the very able representative of the Comptroller General's office, Mr. 
Casey. 

If the insurance policy payoffs were just going into the pockets of 
the owners, and therefore, to be spent for any purpose they saw fit 
or declared out in dividends to the stockholders, that would be one 
thing. 

The fact is that the insurance payoffs are one of the essential aspects 
of building up funds with which to replace the merchant marine after 
a war, and after it has been terribly depleted by the inevitable war 
losses involved. 

In the case of construction subsidy ships, those are the ones under 
the section 802 limitation, and in the case of requisition the act re- 
quires that the proceeds of all insurance and indemnities received by 
the Contractor on account of the total loss of any subsidized vessel 
shall be deposited in the capital reserve fund. 

The capital reserve fund, although not so required by statute, is, as a 
practical matter, a joint account with the Government which the opera- 
tor maintains, and every check has to be countersigned by the Govern- 
ment as the other member of the joint account, and the proceeds from 
that fund can only be withdrawn for the purchase of new ships. 

From the capital reserve fund so created, the contractor may pay the principal, 
when due, on all notes secured by mortgage on the subsidized vessels and may 
make disbursements for the purchase of replacement vessels or reconstruction of 
vessels or additional vessels to be employed by the contractor on an essential 
foreign-trade line, route, or service approved by the Commission, but payments 
from the capital reserve fund shall not be made for any other purpose. 

Therefore, so long as the operator is the holder of an operating 
subsidy contract that situation obtains. 

Basically, your construction subsidy contracts in the past have 
always been coterminous with operating subsidy contracts, and you 
do have the insurance fund going into the locked-up funds for the 
replacement of ships. 

I submit we have the problem of acquiring a fund with which to 
replace ships at today’s very much higher cost of ship construction, 
which it seems to me is no pavoff in insurance equivalent to replace- 
ment value of that ship, less, of course, depreciation, so that there will 
be funds there with which to replace the ship, after a war loss. 

I think that is particularly true since we are dealing with an insur- 
ance situation where the premiums that were paid during World War 
II, according to the Maritime Administration figures, as published, 
the total premiums collected by the Government was $544 million 
and the amount of claims paid was $386 million. So that, even after 
the provision of $17 million for pending claims there was, as of June 
30, 1947, a total surplus in the war-risk insurance account of $131 
million representing the excess of premiums over the amount of claims 
paid by the Government. 

Were we not involved in this problem of ship replacement the in- 
stitute would not feel so strongly as it does on this section 802 point. 

The fact remains that if a ship is bought on the basis of a construc- 
tion subsidy and for example, let us say it cost $10 million to build, and 
an operator bought it for $6 million and 5 years later they were actually 
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carrying that on his books, let us say, at $4.5 million, he is in this 
situation: the value of money goes down as the price of things vo up, 
and particularly after a war which is the most inflationary factor of 
all economic factors, judging by experience, and in order to replace his 
ship if it is lost, he has to pay a great deal more than $4.5 million for 
another one, which may be the book value st which he carries it. 

‘That ship is likely to cost the purchaser at its section 802 value, but 
the Government would decide the market value of the ship 

When the ship is lost, that ship is gone out of the national assets of 
this country, it is gone out of the operator’s fleet of ships, but it is 
gone also out of the Nation’s ships, and it should be replaced to the 
extent that this Nation needs an operating merchant marine sufficient 
to meet its national defense needs, and to serve as a nucleus around 
which a tremendously expanded merchant marine fleet in war could 
be built 

That completes my statement, Mr. Chairman. 

The CHAIRMAN. 5. 1878 provides that the operators or owners of 
vessels which are requisitioned for title or requisitioned for use may 
both appeal to the courts from the decision of the Secretary of Com- 
merce. You are in accord with those provisions? 

Mr. GREENE. 5.1878 provides that the assured under a war-risk 
insurance policy may appeal to the court. The statute itself and the 
Constitution provide that one whose property has been requisitioned 
may appeal to the court. 

S. 1878 deals only with the insurance situation; not the requisition 
situation 

The Cuarrman. Now, then, Mr. Casey says that recovering under 
the insurance will be based not on the theory of just compensation, 
but on the basis of the enhancement of the value of the ship, and 
therefore you part company with him? 

Mir. Greene. No, sir; we go along with Mr. Casey in that case. 
In the case of a nonconstruction subsidy ship, Mr. Casey and the 
institute see eye to eye, namely, that the insurance payoff should be 
the fair and reasonable value of the vessel under section 902 (a), which 
is without enhancement due to the causes necessitating the taking of 
he vessel 

Where we part company with Mr. Casey is in the case of a con- 
struction subsidy ship, in which case he would have the insurance 
pavoff limited to this depreciated cost to the purchaser, as distin- 

uished from its real value or its replacement value at the time of 
the loss 

The CuarrmMan. You think that the compensation should be based 
primarily on the replacement value of the ship itself? 

Mr. Greene. Yes, sir. May I question the word “compensation” 
there? We think the proceeds of the insurance policy, just to make 
it clear that we are not talking about requisition, that the proceeds 
of the insurance policy should be as nearly as possible what is needed 
to allow the assured to replace the asset which he has lost. I think 
I can compare it in terms of a house. If we were fortunate enough 
to have bought a house during the depression when the real estate 
properties were in very, very bad shape, and it turns out today that 
the property we bought has quadrupled or quintupled in value since 
we bought it, our insurance agents are constantly telling us that the 
amount of our insurance must be increased so as to keep pace with 
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the cost of replacing that house today if something happened to it, 
not insuring at the value it had formerly, or at 85 percent of its 1932 
value because if it burned down today you could not ret another 
house on that basis. 

It seems to me that is comparable to dealing with ships which are 
to be replaced, the construction subsidy ships which are to be 
replaced, according to the 1936 act. 

That is our side of the issue which has been posed by our good 
friend from the General Accounting Office 

The CuarrmMan. It would be a little different if sometime we have 
a number of vessels in the reserve fleet, and the owner might replace 
a vessel out of the reserve fleet at the reduced price? 

Mr. Greene. That is true, except that those vessels today consist 
almost entirely of Liberty ships, which are just uneconomical for 
operation except to a limited extent in the tramp trade. 

[t is true that there are some Victorys which are not being sold. 
They are good, economical ships, although the Maritime Adminis- 
tration has ruled on a number of occasions that they are not suitable 
ships ae subsidized ships operating on such a route as trade route 29, 
transpacific. One of the C-type ships will not be the ships we are 
talking about, the subsidized ship. When they are lost this provides 
funds essential for use on the essential trade routes of the United 
States, and the very heart of the 1936 act was that the proceeds of 
those subsidized ships, when lost, should be locked up safe, and put 
in trust for use in replacing ships for under the capital reserve fund 
system. 

The CHairman. Mr. Bonner? 

Mr. Bonner. Referring to those who lost ships in World War IT, 
did they not use their funds for purchases under the Ship Sales Act? 

Mr. GREENE. Yes, sir. Are you speaking of the construction 
subsidy ships? 

Mr. Bonner. Yes. 

Mr. Greene. To a very great extent, they used those funds for the 
purchases under the Ship Sales Act. 

Mr. Bonner. They were Government ships; they were built for 
war purposes? 

Mr. Greene. Yes; and for later commercial use, C-2’s, C-—3’s, and 
so forth. 

Mr. Bonner. And in addition to the prices offered under the Ship 
Sales Act there were certain allowances made for conversion; were 
there not? 

Mr. Greene. There were class allowances made to put them in 
class; ves, sir. And it was possible to get a construction subsidy on 
betterments or conversions and, of course, defense features were 
removed. That is true. 

Mr. Bonner. Referring to the insurance that they recovered on a 
ship 

Mr. Greene. Yes 

Mr. Bonner (continuing). Did it cost them all of that insurance to 
replace a ship taken from the war-built fleet? 

Mr. Greene. I do not know what the arithmetical relationship is 
between the two, Mr. Bonner. 

Mr. Bonner. That is a bad question to ask. 
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Mr. Greene. That is a perfectly fair question, but I am going to 
have to go to the records to get an answer for you. 

Mr. Bonner. I may ask some questions that seem antagonistic to 
the legislation, and so forth, but some of them are asked to see whether 
I am wrong or right. 

Mr. Grenne. That is a perfectly fair question to ask. I would 
say ves if the operator had built the ships 

Mr. Bonner. If he had taken his insurance? 

Mr. GrreENE. Yes, sir 

Mr. Bonner. And applied it as it is directed to be applied in the 
1936 act? 

Mr. GREENE. Yes, sir 

Mr. Bonner. He probably would not have been so well off as he 
would have found himself if he had the opportunity to purchase war- 
built vessels of the C—2 class, the C—3 class, or the better ships? 

Mr. GREENE. Yes, sir. 

Mr. Bonner. If he had a preference, then he listed the preference in 
replacing their loss? 

Mr. GREENE. Yes, sir 

Mr. Bonner. Did he come out better or worse in that situation, 
under the Insurance Act as it existed? 

Mr. Greene. I do not know the arithmetic on that. 

| have not looked up, but I would think, based on my general 
knowledge of values in the thirties, that the war-risk-insurance payoff 
would be used in purchasing a war-built C-2 or C-3 at the statutory 
sales price adjusted, would have been equivalent to what he would 
have to have paid if he had gone into the open market to buy ships, 
or to the shipvards. 

Mr. Bonner. Even if it were equivalent, the time element was of 
great value in the immediate replacement of the ship. 

Mr. Greene. I think that is true in that he was able to go right into 
business again. 

Mr. Bonner. What happened after these operators, prior to the 
opportunities that were offered them to come in under the Government 
insurance prov isions at the approac h of World War II? Were there 
vessels lost that went under this insurance provision? 

Mr. Greene. | think that once World War II had broken out, sir, 
there had to be war-risk insurance as a commercial proposition to 
cover a vessel, or one would not dare sail. 

Mr. Bonner. That is what I thought. 

Mr. Greene. That is my understanding. I understand that there 
was war-risk insurance available up to a certain point. I am thinking 
in terms of 1939 and 1940 before we got into the war. 

Mr. Bonner. That is right. 

Mr. Greene. After that, as I understand it, there was no war-risk 
insurance given in the commercial market. The Government stepped 
in and provided it. 

Mr. Bonner. During that approach of the Government going into 
the insurance business, how high did the maritime insurance go up? 

Mr. Greene. The value of the ships went up as the insurance did 
tremendously. 

Mr. Bonner. The insurance risk was a matter that the insurance 
companies took into account when they insured a vessel, was it not? 

Mr. Greene. We were neutral up until we got into the war. 
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Mr. Bonner. Yes, I understand we were neutral, but the risk was 
greater, was it not? Did ordinary maritime insurance have an esca- 
lated value at that time? 

Mr. Greene. I would think the premiums on war-risk insurance 
must have gone up— 

Mr. Bonner. I mean just insurance on vessels which were sailing 
the high seas, at the approach of the war, and prior to the time we 
got into the war. 

Mr. Greene. I do not think the premium rates on ordinary mari- 
time hull insurance went up, but certainly the value of the ships was 
increased for insurance purposes. 

That is, the face amount of commercial insurance policies must have 
been increased to keep pace with the rising market value of ships 
during the period 1939 to 1940. 

[ will be very glad to answer that by writing you a letter on it. 

Mr. Bonner. Did the regular private insurance insurers raise their 
rates during that period, and if they did, how do those rates compare 
with the Government insurance rates at that time? 

Mr. GREENE. | am sure that they increased their valuation. 

Mr. Bonner. Since you showed that there were some $131 million 
earned by the Government, I am just wondering how the Government 
rates compared with ordinary commercial maritime insurance. 

Mr. Greene. Ordinary commercial maritime insurance does not 
cover war-risk damage. 

Mr. Bonner. I understand, but it can cover the loss of a vessel 
under any conditions. 

Mr. Greene. Your marine-risk insurance is distinguished from war- 
risk insurance. 

Mr. Bonner. That is all. 

The CHarrMaANn. Are there any further questions of Mr. Greene? 

Mr. Srety-Brown. Is it true that the replacement value is always 
away above the book value of the ship? 

Mr. GreENE. Historically, since the depression of the thirties the 
replacement value, to the best of my knowledge, has been constantly 
going up, whereas the book value has been constantly going down due 
to depreciation 

Mr. Sreiy-Brown. In other words, your insurance takes into con- 
sideration the cost of replacement, but when it comes to the company 
paying tax, it pays tax on the book value? 

Mr. Greene. Well, it is allowed certain depreciation as a deduction 
against its gross income for the purpose of determining net income; 
yes. 

Mr. Seety-Brown. In other words, vou may be paving tax on a 
$2 million ship, but if that ship were lost you would collect $4 million 
worth of insurance? 

Mr. Greene. That could easily be; that is, speaking of property 
taxes, or any other taxes? 

Mr. Seety-Brown. I was thinking of when you were talking about 
that illustration of the house, and I was just wondering how many 
people insure their houses for a certain amount, and have them listed 
on the tax rolls for the same amount. 

Mr. Greens. Probably very few of them. 

Mr. Seety-Brown. That is what I was getting at. 

The Cuarrman. Are there any further questions of Mr. Greene? 
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section S502 ships, you reterred to the vessel replacement funds. Is it 
not a fact that those replacement funds are required by the operating 
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ir. Zincke. And not construction differential subsidy require- 
ments 

‘ - l 

ir. GREEN As required by section 607 n 


Mr. Zincxe. Is it not a fact that since the enactment of the so- 
called long-range bill that virtually every oceangoing merchant vessel 
is ¢ igible for a construction differential subsidy ¢ 

Mir. GREENE. Yes, sir; that is correct 

Mr. Zincke. And it is not limited to the subsidized operators? 

Mr. Greens. No; it is not limited to the subsidized operators, and 
that points up a problem that I think should be dealt with, but it 1s 
not dealt with in this legislation 

My advice 1s where you have an insurance premium based on the 
replacement value that the payoff should be tied into the replacement 
in some way 

Mr. Zincxe. Mr. Greene, mv point is that an operator who is not 
receiving an operating differential subsidy but who is under the long- 


range bill and is receiving a construction differential subsidy has no 


obligation to re place nis vessel at all: has he £ 
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Mr. Bonner. I am glad you brought that up, Mr. Zincke. I have 
this in mind, when I was talking to you, when you said that all this 
nsurance money had to go in for replacement, that somewhere along 
the line I had been thinking that there was somewhere where you did 
not have to use this insurance: money for replacement. Is that correct, 
Mr. Zincke? 

Mr. Zincke. Yes, sir; the only operators that are obligated to use 
their money for replacement are those holding an operating subsidy. 

Mr. Bonner. Those who hold an operating subsidy? 

Mr. Zincke. Yes, si 

Mr. Bonner. Those not holding operating subsidies do not have to 
replace their ships? 

Mr. Grenne. The construction subsidies and the operating subsidies 
today, as a practical matter, are coterminus. I do not know of any 
construction subsidy ships which were not built under the 1936 act, 
obviously under the operating subsidy contract. There have been no 
construction subsidy ships built under the long-range shipbuilding bill. 

| point that out to you as one of the problems that I think should be 
met, obviously, in some legislation so as to see to it that your payoff 
on insurance in that is tied in to replacement of the ship. 

Here is another problem where the operating subsidy contractor 
ceases to be an operating subsidy contractor, and that is in situations 
such as New York, which do have a large capital reserve fund. That 
probl m should be dealt with also. 

| feel that the institute theory is sound; that insurance should be 
related to replacement values, to the replacement of the ships. 

Mr. Sre.ty-Brown. In other words, it is your point that any in- 
surance money which is collected should specifically be tied down to 


WAR RISK INSURANCE 33 
the replacement of that vessel, and that money should be used for no 
other purposes? 

Mr. Greene. Yes; that is my own personal opinion. The institute 
has not that position, but that is my personal opinion. 

Mr. See.ty-Brown. And that we should write that into law, and 
tie it down so that there will be no question that the money coming 
back in the form of insurance would be used for that purpose? 

Mr. Greene. If section 607 is sound, and | submit that it is sound, 
then it should go into the construction of a substitute ship, even though 
the owner of that ship does not hold in operating subsidy contract 
because we are dealing with the replacement problem here, funda- 
mentally. 

The CHarrMan. I assume you are basing that statement on the 
assumption that your recovery would be based on the replacement 
value of the ship? 

Mr. Greene. That is, the replacement value depreciated to date, 
which is one of the normal means of valuation where you find a market 
value that determines the fair and reasonable value. 

I know in many valuation cases that have gone to the courts, and 
they started out on the estimated replacement cost, and then depre- 
ciated that to the age of the ship. If it is 10 years, for example, they 
would take the 1946 estimated cost, and depreciate it for 10 years, 
and come up with a value. 

Mr. Bonner. Did we have any cases in World War II where this 
insurance was paid and not applied to the replacement of a ship? 

Did we have such a case as an aftermath of World War II? 

Mr. Greene. There were cases where capital reserve funds have 
been built up, and not yet put into ships, but as long as they hold an 
operating subsidy contract the funds are still under the statute locked 
into the capital reserve fund. 

Mr. Bonner. But were there losses where the owners did not have 
an operating subsidy contract, and the insurance funds were not used 
for replacement? 

Mr. Greene. | am sure that there were a great many of those com- 
panies, not subsidized operators. 

Mr. Bonner. So you advocate that the insurance premiums be 
paid, and put into the replacement fund? 

Mr. GREENE. Where it is a construction-subsidy ship, and the Gov- 
ernment has, in the first instance, paid a percentage of the cost of the 
ship—where the operator has himself paid for the ship, 100 cents on 
the dollar, paid for it complete, then he should be made whole in the 
event of the loss of the ship, but he should pay premiums commen- 
surate with the risk involved. 

Mr. Bonner. Then this insurance is not to perpetuate the laxity 
under the 1936 act where they could speculate on the advance in the 
value of ships. 

A person could buy some ships, and insure the ships under this plan, 
and if they were lost there would be no loss to him, so he would be 
happy to perpetuate the American merchant marine. 

Mr. Greene. In the case of the unsubsidized operator, that is true. 

Mr. Bonner. They just got in on account of the gravy that was in 
the proposition at the time. 

Mr. Greene. But I do think your war-risk insurance tends to 
perpetuate the American merchant marine. 
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Mr. Bonner. Suppose that all payments under this act had to be 
for the purpose of replacing the American merchant marine, how 
would that suit you? 

Mr. Greene. Personally, since I believe in the American merchant 
marine, and want to see it enlarged and expanded, I would agree with 
you. 

Mr. Bonner. Certainly those who are here today and who are in 
the business would like to see that in here, I would think. 

Mr. Greene. That is what I personally would like to see. 

Mr. Bonner. That is insured that your fleet would be replaced, 
and not sold out under this insurance plan in case of an emergency? 

Mr. Greene. That is right 

Mr. Srety-Brown. What ships can get war-risk insurance? Can 
any ship flying the American flag get it? 

Mr. GREENE. Section 1202 (a) of Public Law 763 provides: 

The Secretary, with the approval of the President, and after such consultation 
with interested agencies of the Government as the President may require, may 
provide insurance and reinsurance against loss of damage by war risks in the 
manner and to the extent provided in this title, whenever it appears to the Secre- 
tary that such insurance adequate for the needs of the waterborne commerce of 
the United States cannot be obtained on reasonable terms and conditions from 
companies authorized to do an insurance business in a State of the United States. 

Mr. Srety-Brown. In other words, specifically, you might move 
in and buy some ships at a low cost, anticipating an emergency. 

Mr. Greene. That is what they did. 

Mr. Sre.ty-Brown. In other words, any man could get those ships 
insured under war-risk insurance. He loses those ships, and the 
replacement value he would get for them would be an appreciable 
amount of money compared with the cost he paid for them? 

Mr. Greene. Yes. 

Mr. Sreery-Brown. Is there anything in the law that would 
require that kind of an operator to build new ships, or could he take 
his insurance money, put it in his pocket, and say “I have done very 
well”’ 

Mr. Greene. In my opinion he could put it in his pocket and say 
“IT have done very well so far,” assuming he is not a subsidized 
operator 

Mr. See.ty-Brown. If somebody came in and bought a ship and 
had it lost, but collected insurance on it, he could do very well? 

Mr. Greene. That is right; he is short on ships, and long on cash, 

Mr. Bonner. Is it not true that they were all subsidized in a way 
when we got into an emergency; we took them all over, and operated 
them in the fleet? 

Mr. Greene. Yes; but they were not subsidized in the sense that 
they were operating under a subsidy contract under the 1936 act. 

Mr. Bonner. The operation was highly paid for. 

Mr. Greene. The Government purchased some of them, and took 
some for use under long-term charter or charter hire. 

Mr. Bonner. Those which were taken for use were secured in every 
way; were they not? 

Mr. Greene. Well, no more so than any commercial owner charter- 
ing a ship to another commercial owner. 

Mr. Ray. Will the gentleman yield? 

Mr. Bonner. Yes. 
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Mr. Ray. A man buys insurance on his ships at rates that are more 
than compensatory for the amount of risk involved. I do not see 
what business we have worrying about what happens to the proceeds 
of a straight insurance policy of that sort. 

The Government wanted the ships for a Government program and 
for the risk he undertook he made a large profit out of the total op- 
eration. Why should anyone be concerned as to what the owner 
does with the proceeds of his policy unless he has an operating subsidy 
or perhaps a construction subsidy? 

Mr. Bonner. Mr. Ray, the discussion came up looking to the 
long-range perpetuation of the American merchant marine. The 
history of this away back there is that from the laid-up fleet from 
World War I they bought vessels. 

Mr. Greene, Yes, sir. 

Mr. Bonner. We had Admiral Jind over here when they were 
selling these ships at that time, and we questioned the sound judgment 
of selling these ships for about $5.75 or $6 or $8 a ton; is that correct? 

Mr. Ackrerson. Of World War I vessels. 

Mr. Bonner. Yes. 

Mr. Ackrrson. Yes, sir. 

Mr. Bonner. We sold them at that price just before we got into 
the war, to new operators, and the value of those ships was about 
$90 to $100 a ton, and so forth, and that is why this arose here in my 
mind. 

We would have been better off if we had kept the ships ourselves 
and used them for the national defense, because we had to turn around 
and buy them back again. They were new operators, and then under 
the insurance plan we had, we were fortunate that we did not lose 
the ships we anticipated losing. Due to the Navy and other defense 
features we put on we did not lose the ships we anticipated losing. 
In the case of the Red Sea charters, we did not expect to get the ships 
back that we sent into that area, but we did get them back, and also 
from other runs where there was great risk involved. 

Mr. Ray. Whether we made a mistake or not, that was the action 
that we took. 

Mr. Bonner. Some of these ships bought for those prices paid for 
the ship and made a profit on one cargo. 

Mr. Ray. I am not defending that, but I am just inquiring about 
tying in the proceeds of the insurance. 

Mr. Bonner. We are in here largely trying to work out a way to 
perpetuate the American merchant marine and to take care of the 
Treasury’s and taxpayer’s money, so the thought has been discussed 
if we, under this insurance plan, could make part of the premiums 
paid out to be spent to replace these ships. 

Mr. Ray. You mean the proceeds from the insurance. 

Mr. Bonner. And we are getting on sound ground, I think. 

Mr. Ray. I may be wrong, but it seems to me we are deviating 
from sound ground when we deal with that kind of a commercial 
transaction in this way. 

Mr. Bonner. It might be, but this point is taken up at a very 
serious time in the history of the Government. It is fair for that 
operator to have his vessel insured. It is also fair to see what part 
of the recovery on this vessel that is lost should be put into another 
vessel. 
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Mr. Ray. That is the point where I question it. 

Mr 30ONNI R That is W here we disagree. 

Mr. Ray. Yes. 

Mr. Bonner. Well, it has been an interesting discussion anyway. 

The CHarrMan. Are there any further questions? 

Thank vou. Mr. Greens 

Mr. Greene. Thank you, Mr. Chairman and gentlemen of the 
committee 

The CuarrmMan. We have at least two more witnesses, that I know 
of, and I know that we will not be able to hear their complete testi- 
mony this morning 

I assume, Mr. Williamson, you want to testify? 

Mr. Wiiuramson. Yes: very briefly 

The CHAIRMAN Mr. De wev, | will call you up and ask you to 
make your statement as briefly as possible 

Mr. Dewey. Thank you, Mr. Chairman 

The CHAIRMAN. Proceed 


STATEMENT OF RALPH B. DEWEY, WASHINGTON REPRESENTA- 
TIVE, PACIFIC AMERICAN STEAMSHIP ASSOCIATION 


Mr. Dewry. We had hoped in these hearings that the committee 
might address itself to the House version of this war risk insurance 
bill, namely, H. R. 4665 

It has been our understanding that it was the desire on the part 
of the committee to consider the Senate-passed bill. Therefore, for 
the purpose of brevity, I would like to insert in the record a statement 
supporting the principles of H. R. 4665 with one amendment t':ereto 
which is incorporated in my statement, and to speak for just 2 or 3 
minutes on the Senate bill, if permissible 

The statement submitted by Mr. Dewey ts as follows: 


S , oF Raupn B. Dewey, Pactric AMERICAN STEAMSHIP ASSOCIATION 
M i s Ralph B. Dewe [am Washington representative of the Pacific 
Ay an Steamship Associa : profit associat of the 12 principal 
\ in-flag steamship lines s t Pacifie coast \lv appearance at these 
1 y { committee to report 

H. R. 4665, a ffect ild be to restore to judicial review 

ler war-! c Insura tract eld by the Government 

ms t oO rriding importance to recognize that this 
at ‘ essarv at this t for « simple reason—the statute which 

‘ 1 rity ft tr-ris i e Crovert ent has bee! contravened by 
Lp] priations acts 1nd, as is so often the 

nes almost inpossible 

for the ag VI Do tle radmiuinists r the statutes or the citizens who must 
prerogat ¢ their responsibilities, or the true limits 
\ rhe ( t [he tree ire well aware, the passage of the W ar Risk 

l \ f 1950 (Pul iw 763. Slst Co as pr pitated by the ar 
An B hull ut iters that nceforth the 
ks under tl I ot capture and Zur clauses in hull econ- 
ract eXD LS t the outbreak of hostilit etween anv 2 of the 
1 great ] CT e., Great Brita Fre ited States and Russia. It be 
ame imperative that if the p at hip operator were to remain in business under 
rcumstances, Congres ould have to step into the picture and assume the 
} and cargo risk at the point where private underwriters relinquished their 
coverage L.¢ 4S hours att the outbreak of hostilities 

Since the passage of the War Pi Insurance Act, a conflict has arisen as to the 


amount of claims payable by the Maritime Administration for total or constructive 


or 
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total losses. This conflict arises from the language in several appropriations 
laws Independent Offices Appropriation Acts of 1953, 1952: Third Suppleme ntal 
Appropriation Act, 1951) wherein it is provided that no money made available 
bv these appropriations acts or any other act shall be used in pavment for a 
vessel which was requisitioned, purchased or lost while insured by the Government, 
inless the price to be paid is computed in accordance with section 902 (a) of the 
Merchant Marine Act, 1936, as that section is nterpreted by the General Accounting 
Office. Italics supplies.] This language in the appropriations laws is in obvious 
conflict with the War Risk Insurance Act itself wherein it is proved (sec. 1209 (a 
that with respect to a vessel insured under the war risk insurance program, the 
Secretary of Commerce must indemnify a vessel owner for the vessel’s fair and 
reasonable value as determined by the Federal Maritime Board 

The focal point of the dilemma, as far as the sl ipowners have been concerned, 
is the Maritime Administration’s General Order 75 which implemented the pro- 
visions of the War Risk Insurance Act and provides a form for application of a 
war-risk binder This binder, because of the above-outlined conflicting laws 
as to adjustment of claims, is of such indefinite nature es to require the sh p 
owner to agree that regardless of the amount of premium he pays at the time of 
attachment of the binder, that the compensation he receives if the vessel is lost 
will be limited to the amount the Maritime Administration is authorized to pay 


under the appropriations acts; or to put it another way, the compensation which 
the General Accounting Office determines to be just compensation. In effect 
the shipowner is required to waive his rights to judicial review of his claim as 
provided in section 1212 of the act and instead agrees to accept, without appeal, 
a sum to be computed at some indefinite future time in accordance with the inter- 
pretation of just compensation under section 902 by the General Accounting 
Office 

The language of H. R. 4665 would provide for restoration to the jurisdiction of 
the Admiralty courts the interpretation of just compensation in the event an 
assured shipowner experiences a loss and is ung 





ible to accept the ‘‘fair and reason- 
able’”’ value as determined by the Secretary of Commerce or the Federal Maritime 
Board. It does this by amending the war-risk rider in the various appropriations 
acts of 1951, 1952, 1953 and 1954! in such a way as to effectively delete the onerous 
limitation therein which limits indemnification to the just compensation value 
approved by GAO. In effect it substitutes judicial review for administrative fiat 

One amendment is offered to H. R. 4665 for consideration at this time. Under 
a strict interpretation of section a (a) of this bill, vessels built with construction 





subsidv would not be permitted to receive in the courts anv more than the d pre 


ciated book value (as determined under sec. 802 of the act Under existing law 
there is no such limitation upon the courts rhe amendment we suggest is to 

ibstitute “Sec. 902 (a)”’ for ‘‘See. 902’’ where it appears on line 23, page 2 It 
appears appropriate and perfectly consistent within the philosophy of any volun- 
tary insurance contract which addresses itself to replacement of the thing, that the 
shipowner should not be held down to a valuation which represents depreciated 
book value, inadequate to permit replacement It would seem to us unreasonable 


and inconsistent that one group of shipowners insured in the private market 
should have available to them indemnification for the replacement values of his 
vessels, and that under Government war-risk insurance, which might attach and 
become effective 48 short hours after the outbreak of war, he could only be in 
demnified for the depreciated book valu We do not think it was the intention 
of the bill to shackle the courts in this way and in urging passage of H. R. 4665, 
we urge the above amendment be made 

Mr. Dewey. Our association is opposed to 5. 1878 and addresses 
that opposition to section 1 of the bill, the Senate-passed bill. 

We feel that if 1878 removes the present provisions in law wherein 
shipowners of all classes are indemnified under the war-risk binders 
for the “fair and reasonable” value of the vessel, and substitutes a 
single standard of just compensation under section 902. The prob- 
lem here is not that the owners are fearful of having the judgment 


No money made available to the Department of Commerce, for n me t es, Dy tl wr any other 
act shall be used in payment for a vesse] the title to wl ! wquired the G rime er 
tion or purchase, or the 1 f which is taken either by requisition or agreemer nsured by the 


_ unless the price or hire to be paid t f ent il es where 


Government and lost while 
sec, 802 of the Merchant M 
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rendered under the just compensation section of the act, per se, but 
that in doing so, a significant class of vessels, namely, those built 
with construction subsidy, are limited to a fixed amount. 

This arises from the fact that section 902—the just compensation 
section—includes a section 902 (b) which incorporates by reference 
section 802 of the act which effectively limits subsidy built vessels 
being indemnified under war-risk insurance contracts to only the 
value they would receive under requisition. 

We see no consistency in permitting a subsidy built vessel on the 
one hand to indemnify itself for the replacement value under private 
insurance, and on the other hand to be limited under war-risk insur- 
ance—which might attach a few short days after outbreak of war—to 
the book value. 

The concept of an insurance contract is to then replace the thing. 
To effectively forbid Government insurance to accomplish—with due 
consideration, of course, for elimination of enhancement— replacement, 
is, in our view, a negation of this insurance concept. We do not in- 
tend to comment—I would like to add parenthetically that we see no 
parallel between the requisition to ies features and the insurance 
indemnification features—under insurance indemnification the thing 
is lost. 

Under insurance indemnification the thing is lost and the concept 
is quite different, replacement becomes imperative, whereas under 
requisition of use it does not. 

| further wish to associate myself with the remarks of Mr. Francis 
Green of the American Merchant Marine Institute who reported so 
effectively on this bill in connection with the statement. 

The CuatrMan. If there is no objection, we will not subject Mr. 
Dewey to examination at this time, in order that we may get to Mr. 
Williamson. 

Mr. Dewry. Thank you, Mr. Chairman. 

The CHarrmMan. Mr. Williamson. 


STATEMENT OF HUGH WILLIAMSON, VICE PRESIDENT OF THE 
ASSOCIATION OF AMERICAN SHIPOWNERS 


Mr. WitirAmson. Mr. Chairman and gentlemen of the committee, 
my name is Hugh Williamson. I appear on behalf of the Association 
of American Shipowners of which I am vice president. 

The ships owned by our members sail the seven seas without benefit 
of Government subsidies, hence our position can be stated quite simply. 

[It seems to us, that under the present law, due to a double standard 
of valuation in war-risk insurance and requisition cases, there is a 
good deal of confusion and the possibility of a great inequity. 

S. 1878 does seem to eliminate both of those factors that prevent 
a single standard of valuation. In case of disagreement, it permits 
the parties to resort to the courts 

We think it should be enacted into law, and we join in Mr. Casey’s 
statement except for the valuation freeze, which might be applicable, 
but I doubt if it is. 

I know of no instance where any industry, in time of war, is com- 
pletely taken over by the Government as the shipping industry is. 

We hope that S 187 8 becomes law 
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Thank you, Mr. Chairman, and gentlemen of the committee. 

The CuarrmMan. Thank you, Mr. Williamson. 

Now, we have asked the Maritime Administration to appear this 
morning. Mr. Upton, a member of the Board, called me and said in 
view of the brief notice he had, he would appreciate it if he could 
have until Monday in which to file a statement or report rather than 
come here to testify today, and I agreed that that might be done. 

0, a statement of the Maritime Administration will be inserted into 
the record when it comes in. 

Having talked individually with some of the members of the com- 
mittee, it seems doubtful that the committee is likely to act on this 
legislation this year. However, it is a matter for the committee to 
determine, and as of now we will simply recess subject to the call of 
the Chair. 

(Thereupon, at 11:55 a. m., the committee recessed, subject to the 
call of the Chair.) 

AMERICAN MERCHANT MARINE INstITUTE, INC., 
Washington, D. C.., August 5, 1954 
Subject: War-risk insurance, 5S. 1878. 


Hon. Tuor C. ToLLEFson, 
Acting Chairman, Committee on Merchant Marine and Fisherie 
House of Representatives, Washington, D. C 


Dear Mr. Touuerson: During my testimony on the above bill this morning, 
I believe I departed from the text of my prepared statement in discussing the exist- 
ing law as to limitation of the proceeds of war-risk insurance to the section 802 
value of ships built under construction subsidy by adding extemporaneously the 
statement that during the last war there had been no such limitation. 

Immediately following my testimony, Ralph Casey suggested that I may 
have been mistaken in this statement of fact, and I then asked your permission 
to check the matter and submit a letter of correction for the record 

I have checked the matter and find that I was both partially right and partially 
wrong. The original United States Mz — Commission General Order No. 53, 
promulgated January 22, 1942 (7 F. R. 823, as amended 7 F. R. 7151), was adopted 
when the World War II war-risk insurance program was first undertaken. This 
general order provided in substance for two valuations; i. e., the “basic valuation”’ 
which, in the case of a vessel built with the aid of construction subsidy under 
title V of the 1936 act, was its ‘‘section 802 value’’ and the ‘‘execess valuation.”’ 
The total of basic valuation and excess valuation was, according to the informa- 
tion furnished to me by the Maritime Ad ministration, 125 percent of the basic 
or section 802 value in the case of a construction subsidy vessel Howe ver, 
I understand that United States Maritime Commission General Order 53 re quir “a 
that the proceeds of insurance to the extent of the exeess valuation could only be 
used for vessel re by new construction and the amount of such excess 
valuation was required to be deposited in a trust fund or escrow account If 
this amount was not so used within the time provided for by section 511 of the 
Merchant Marine Act, 1936, then it had to be repaid to the Government. 

On the other hand, section 302.103 (a) (1) of War Shipping Administration 
General Order 37, approved April 7, 1944, published April 8, 1944, in 9 Federal 
tegister 3806. reads as follows: 

1) Vessels subject to section 902 (b) of the Merchant Marine Act, 1936.—The 
value of a vessel subject to section 902 (b) of the Merchant Marine Act, 1936, 
as amended, shall be determined as of the date of loss pursus ant to the provisions 
of section 802 of the Merchant Marine Act 1936, as amended.’ 

Vessels subject to section 902 (b _of course are those upon which a construction- 
differential subsidy has been allowed and paid 

I do not find in the war-risk insurance statute of World War II (act of June 
29, 1940, 54 Stat. 689; repealed by the act of July 25, 1947, 61 Stat. 449) any 
statutory requirement for the above provisions of United States Maritime Com- 
mission General Order 53 or War Shipping Administration General Order 37, 
although it is of course authorized by section 226 (c) of the 1940 act, which con- 
tains the usual general provision authorizing the Commission “to prescribe such 
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cessary or appropriate to carry out the pro- 

rely authorized the Commission 

pay losses, compromise ant le claims * * *, and to pay the 

judgment ren din res] f any suit or settlement agreed upon 

of any claim.’ h act 3 not appear to contain any counter- 

tion 2 of those isions of Senate which limit war-risk insurance 

ation und tio 2, including, of the limited payments 

of construction-subsidy sl required by section 902 (b) which incor- 
reference section 802 : 

that this letter will adequately supplement the record in this respect. 

yours, 


Francis T. GREENE, 





